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Preface 


Between  1970  and  1980,  expenditures  on  the  long-term  care  popu- 
lation increased  at  an  average  annual  rate  of  27  percent.  This  rate  of 
increase  was  greater  than  that  of  any  other  expenditure  category  in  the 
health  care  sector.  Moreover,  the  elderly  population  grew  at  a more 
rapid  rate  than  the  population  as  a whole  and  will  continue  to  do  so 
in  the  foreseeable  future.  This  combination  of  financial  and  demo- 
graphic realities  has  generated  considerable  concern  in  the  Con- 
gress, in  State  legislatures,  and  iri  local  governments  across  the 
country. 

Because  of  this  concern,  many  Federal  agencies,  such  as  the 
Social  Security  Administration,  the  National  Center  for  Health  Serv- 
ices Research,  the  Administration  on  Aging,  and  the  Health  Care 
Financing  Administation,  funded  numerous  research  and  demonstra- 
tion projects  on  the  multifaceted  subject  of  long-term  care  during  the 
1970s.  Although  some  of  these  studies  were  done  on  an  intramural 
basis,  the  majority  were  funded  extramurally.  Consequently,  this 
large  accumulated  body  of  knowledge  has  never  been  systematically 
synthesized  into  a coherent  whole,  nor  has  much  of  this  knowledge 
been  pushed  to  the  limits  to  which  it  seemed  capable. 

In  the  beginning  of  1980,  certain  circumstances  made  it  possible 
to  create  such  a synthesis.  There  was  a growing  recognition  through- 
out the  Department  of  Health  and  Human  Services  that  long-term 
care  was  a pressing  issue,  and  would  become  even  more  so,  because 
of  its  growing  financial  and  demographic  magnitude.  Task  forces 
had  been  formed  to  look  into  various  aspects  of  the’looming  problem; 
the  subject  of  long-term  care  seemed  to  be  discussed  by  everyone, 
both  inside  and  outside  DHHS,  with  much  more  frequency  than  in  the 
past.  At  the  same  time,  a group  of  individuals  had  assembled  in  the 
Division  of  Economic  Analysis  of  the  Office  of  Research,  HCFA,  who 
were  intensely  interested  in  long-term  care  and  all  of  the  problems 
that  it  posed,  and  who  had  done  previous  research  in  the  area  or  in 
areas  related  to  it. 

This  project  was  begun  in  February  1980  by  that  group.  Its  stated 
purposes  were  to  provide  a general  synthesis  of  the  research  on 
long-term  care  that  had  been  done,  to  push  that  research  forward  as 
much  as  possible,  and  to  highlight  areas  of  research  that  might  be 
fruitfully  pursued  in  the  future,  both  inside  and  outside  of  HCFA.  It  is 
our  hope  that  this  volume  has  achieved  those  stated  purposes,  and, 
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consequently,  that  its  contents  will  provide  useful  information  for 
policymakers  and  researchers,  stimulate  further  research,  and  ulti- 
mately benefit  those  in  need  of  long-term  care. 


Judith  R.  Lave,  Ph.D. 
Director 

Office  of  Research 
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Introduction  and  Summary 

by  Ronald  J.  Vogel  and  Hans  C.  Palmer 


Purpose  and  Framework 


Long-term  care  (LTC)  is  medical  care,  nursing  care,  health  care, 
mental  health  care,  and  social  services,  provided  in  the  context  of 
adequate  income,  however  defined.  Its  purpose  is  to  relieve  the 
effects  of  illness  and  to  maintain  or  enhance  functional  capacities  to 
maximize  personal  independence.  It  may  well  be  the  major  health 
and  social  issue  of  the  next  four  decades,  polarizing  society  over  the 
next  20  to  40  years. 

Stanford  economist  Michael  Boskin’s  warning  about  social  security 
could  apply  equally  to  long-term  care: 

If  we  wait  until  the  baby-boom  generation  retires  before  we 

begin  to  deal  with  the  tremendous  long-term  deficit  in  Social 

Security,  we  will  see  the  greatest  tax  revolt  and  age  warfare  in 

the  history  of  the  United  States.1 

The  financial  and  resource  needs  of  LTC  may  compete  fiercely  with 
those  of  defense,  education,  energy,  and  welfare,  creating  much 
political  controversy. 

The  dimensions  of  the  LTC  problem  are  rooted  in  the  basic  demo- 
graphics of  American  society.  Anne  Somers  provides  a useful  cata- 
logue of  these  developments  in  an  article  in  the  November  1980, 
issue  of  Inquiry: 

• Life  expectancy  at  age  65  rose  by  nearly  1.5  years  between  1965 
and  1975.  A 65  year  old  in  1980  could  expect  to  live  to  age  81, 
an  85  year  old  to  age  91.  In  1975,  a 65  year  old  white  female 
could  expect  to  live  to  age  83,  a black  female  to  82.  Males  at  65 
could  expect  to  live  only  to  79  or  so,  leaving  many  dependent 
widows. 

• The  number  of  Americans  65  and  older  has  grown  from  about 
four  million  in  1900  to  24  million  in  1979,  and  will  continue  to  rise 
at  least  until  the  year  2035.  By  2030,  there  may  be  55  million 
people  over  65. 

• Depending  on  fertility  projections,  the  ratio  of  retirement-age 
elderly  to  the  younger  working-age  groups  (18  to  64  year  olds) 
may  range  from  1:2.4  to  1:4.  The  resource-absorbing  implica- 


1 Newsweek,  June,  1981,  p.  25 
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tions  of  this  burden  of  dependence  and  of  the  associated  bur- 
dens of  LTC  and  income  maintenance  are  awesome. 

• Among  the  group  over  65,  the  proportion  of  those  over  75  (the 
“old  old”)  will  grow,  as  will  that  of  the  group  over  85.  By  the 
year  2000,  those  over  75  will  amount  to  45  percent  of  the  over 
65  group  (up  from  38  percent  in  1980)  and  by  2040  will  account 
for  more  than  50  percent,  more  than  the  total  number  of  those 
over  65  today.  Most  ominous  in  terms  of  LTC  dependency  is  the 
proportion  of  those  over  85,  the  most  LTC-dependent  group  in 
the  society.  They  will  amount  to  12  percent  of  the  over  65  group 
by  the  year  2000. 

• There  will  be  more  single  women  in  the  group  over  65,  a fact 
suggested  by  male-female  differences  in  life  expectancies.  The 
ratio  is  now  1.5  women  over  65  to  every  male,  and  it  is  not 
expected  to  change  dramatically.  A portent  of  future  need,  how- 
ever, is  the  expected  2.5  women  over  85  for  every  man  over  85 
by  the  year  2000. 

• There  will  be  more  elderly  members  of  minority  groups.  The 
minority  elderly  population  is  expected  to  rise  by  60  percent, 
versus  30  percent  for  the  overall  elderly  between  1980  and  2000. 
Blacks  will  account  for  9.5  percent  of  the  elderly  by  the  latter 
year.  This  minority  increase  may  result  in  the  growth  of  an  LTC- 
dependent  group  which  is  poorer  than  earlier  elderly  groups  and 
which  may  have  aggravated  health  problems. 

Since  LTC  dependency  is  very  much  a function  of  advancing  age, 
the  demographic  reality  just  outlined  presents  the  United  States  with 
an  extraordinary  task  in  terms  of  both  money  and  providing  services 
over  the  next  40  years  at  least.  We  have,  of  course,  been  dealing  with 
this  task  to  some  degree  for  much  of  our  history,  but  its  real  dimen- 
sions have  only  recently  been  recognized,  in  light  of  the  introduction 
of  Medicare  and  Medicaid  in  1966  and  the  growth  of  the  nursing 
home  industry. 

An  emergent  awareness  of  the  scope  of  the  LTC  burden  and  of  its 
implications  for  the  development  of  a services  system  raises  some 
important  policy  and  analytical  issues: 

• Where  will  and  should  this  LTC  be  provided?  Will  we  continue 
the  pattern  of  institutional  development  so  characteristic  of  the 
years  since  1966?  Will  we  attempt  to  develop  more  community- 
focused  systems  of  services  and  modes  of  care  to  provide  the 
necessary  levels  of  care  in  a more  personally  satisfying  and/or 
cost-effective  setting? 

• If  we  decide  on  a more  community-oriented  care  system,  will 
the  community  supports  be  available  to  provide  Gare  and  other 
support?  Will  community-based  care  serve  as  a substitute  for, 
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or  an  add-on  to,  institutionalized  care?  Will  we  find  that  we 
still  need  to  develop  more  institutions  as  the  number  of  those 
over  85  continues  to  grow? 

• How  much  care  should  we  provide?  How  do  we  pay  for  this  care 
and  provide  the  resources  it  requires?  What  portion  of  it  should 
be  financed  through  the  government?  How  will  LTC  compete 
for  resources  as  the  costs  rise  for  defense,  energy,  and  services 
to  younger  people? 

• What,  financial  mechanisms  most  efficiently  evoke  needed  re- 
sponses from  LTC  suppliers,  and  what  financial  provisions  will 
ensure  care  for  the  needy  without  raising  the  use  of  services  to 
unacceptably  high  levels?  How  will  inflation  affect  these  re- 
source requirements  and  financial  mechanisms? 

• How  will  changes  in  the  family  affect  members’  ability  to  provide 
care  in  the  home?  How  will  the  need  to  provide  care  to  a grow- 
ing group  of  vulnerable  older  people  affect  the  family?  What  will 
be  the  result  of  more  women  in  the  labor  force? 

The  Health  Care  Financing  Administration  (HCFA)  is  uniquely  well 
suited  to  examine  past  and  current  research  on  LTC  and  to  project 
the  future  resource  needs  for  LTC  in  American  society.  HCFA’s  two 
major  programs,  Medicare  and  Medicaid,  have  been  important  financ- 
ing sources  for  LTC  in  recent  years  and  have  undoubtedly  influenced, 
if  not  determined,  the  existing  structure  of  LTC  provision  in  the 
United  States. 

HCFA,  other  parts  of  the  Department  of  Health  and  Human  Serv- 
ices (DHHS),  other  agencies,  private  researchers,  and  private  interest 
groups  have  all  studied  various  aspects  of  LTC.  Few  comprehensive 
assessments,  however,  have  brought  together  in  a general  framework 
the  many  user,  provider,  financing,  and  regulatory  aspects  of  LTC. 
For  example,  one  very  rich,  though  relatively  unknown  and  uninte- 
grated, component  of  the  research  has  focused  on  demonstrations 
which  test  the  feasibility,  practicability,  and  outcomes  of  home  care. 
Many  of  these  were  undertaken  by  States  or  local  governments  with 
HCFA  support. 

This  collection  of  analytical  essays  brings  together  significant 
aspects  of  LTC  research  and  relates  them  to  critical  policy  issues. 
The  perspective  is  that  of  the  social  sciences,  although  contributions 
from  the  medical  and  biological  sciences  are  also  included.  No  final 
answers  are  forthcoming  from  this  effort,  which  is  largely  aimed  at 
identifying  problems,  summarizing  the  research  on  those  problems, 
and  indicating  directions  for  future  research.  We  hope  that  this  book 
will  help  in  the  common  search  for  solutions  to  the  problems  of  long- 
term care  in  which  the  Congress,  the  Department  of  Health  and 
Human  Services,  other  government  agencies,  the  States,  and  various 
private  groups  are  all  cooperating. 
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The  book  is  divided  into  three  parts.  Part  1 defines  long-term  care 
and  places  it  in  its  personal  and  systemic  setting.  Next,  we  identify 
goals  and  objectives,  especially  policy  goals  for  LTC.  Part  2 analyzes 
the  various  forms  of  community  care  available  for  the  long-term  care 
population.  Finally,  Part  3 considers  the  nursing  home  as  a source 
of  long-term  care  provision. 

Although  our  pattern  is  often  that  of  the  economist’s  model  of 
supply  and  demand,  we  do  not  seek  determinate  solutions  or  de- 
finable demand  and  supply  functions.  That  is  a task  for.  future  re- 
search. Rather,  we  have  surveyed  existing  efforts  and  tried  to  identify 
key  causes  of  LTC  usage  and  provision,  the  latter  in  part  through  an 
institutional  analysis  of  important  types  of  LTC  providers.  We  have 
also  tried  to  provide  some  suggestions  for  future  research  by  high- 
lighting those  analytical,  historical,  and  institutional  issues  about 
which  we  need  to  learn  more. 


Part  1 : Population  and  System  Characteristics 
Chapter  I 

In  the  first  chapter  of  this  section,  Palmer  examines  long-term  care 
within  a systems  context.  A coherent  system  of  long-term  care  re- 
quires a clearly  defined  set  of  goals,  with  trade-offs  among  conflicting 
goals  explicitly  stated.  Public  goals  for  long-term  care  are  (1)  access 
to  care  for  those  who  need  it,  (2)  the  delivery  of  quality  care,  and 
(3)  cost-effectiveness  in  the  delivery  of  care.  Actual  public  goals, 
however,  may  reflect  administrative  and  bureaucratic  imperatives  and 
the  political  influence  of  prospective  LTC  client  groups,  as  much 
as  the  publicly  stated  objectives.  Furthermore,  the  definitions  of 
quality  and  access  have  not  been  clarified,  nor  do  analysts  and 
policymakers  all  agree  on  their  meanings.  Individual  goals  include 
restoration  of  health  and/or  physical  functioning,  maintenance  of  in- 
dependence, and  even  death  with  dignity.  Contradictions  between 
public  and  private  goals  must  be  identified,  since  trade-offs  may  be 
required.  It  must  also  be  recognized  that  individual  goals  may  be 
altered  by  the  changes  in  incentives  as  public  programs  pursue  their 
goals  to  accommodate  specific  individual  requirements.  Having  iden- 
tified these  goals,  we  need  an  economically  efficient  method  for 
achieving  them. 

Long-term  care  is  characterized  by  myriad  requirements,  multiple 
services,  the  central  role  of  the  family  and  other  community  institu- 
tions, and  the  presence  of  the  government  in  various  forms — pro- 
vider, paymaster,  etc.  Because  of  the  multiplicity  of  services  and 
because  of  complex  supportive  relationships,  LTC  must  be  con- 
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sidered  from  a systems  perspective,  both  analytically  and  organi- 
zationally. 

Perspectives  on  the  need  for  LTC  and  the  resulting  policy  must 
incorporate  interactions  between  individual  needs  and  perceptions 
of  needs,  the  role  of  the  family,  and  the  roles  of  professionals  as 
individual  providers  and  as  interdisciplinary  team  members  giving 
care  and  guiding  the  use  of  care-providing  resources.  We  must 
also  recognize  the  need  for  a systemic  and  systematic  approach 
interpreting  and  organizing  the  institutions  of  LTC — nursing  homes, 
hospitals,  home  health  .agencies,  adult  day  care  centers,  domi- 
ciliary care  facilities,  etc. — so  that  care  and  support  are  cost- 
effective  and  enhance  the  lives  of  recipients  as  well  as  answering 
the  need  of  society  in  general.  Similarly,  we  need  to  devise  organi- 
zational systems  to  finance  and  channel  LTC  to  maximize  its  effec- 
tiveness and  minimize  duplication  and  waste.  Palmer  uses  recent 
analyses  of  these  systemic  imperatives  to  outline  the  nature  of 
an  ideal  LTC  system  and  to  suggest  the  organizational  and  struc- 
tural dimensions  of  such  a system. 


Chapter  II 

In  Chapter  II,  Horen  sets  out  the  beginnings  of  an  operations 
research  (OR)  approach  to  the  long-term  care  problem.  Although 
little  operations  research  work  in  the  United  States  has  been  di- 
rected specifically  to  long-term  care,  OR  has  been  successfully 
applied  in  areas  of  service  delivery,  such  as  hospitals,  in  Great 
Britain.  On  the  macro  level,  OR  models  can  explicitly  incorporate 
objectives  for  the  total  system  of  health  care  or  for  subsystems 
such  as  the  various  modalities  of  long-term  care.  The  most  impor- 
tant result  of  these  macro  models  is  that  they  efficiently  solve 
system  problems,  once  the  goals  and  the  problems  have  been 
clearly  defined.  Another  important  outcome  of  these  models  is 
that  their  construction  and  solution  force  policymakers  to  con- 
sider all  of  the  factors  that  enter  into  the  achievement  of  stated 
objectives  (that  is,  their  “objective  function”). 

On  the  micro  level,  models  used  for  other  fields  of  health  care 
can  be  adapted  for  long-term  care  in  the  OR  context.  For  example, 
the  efficiency  of  individual  institutions  can  be  studied  to  determine 
the  amount  of  benefits  achieved  in  relation  to  resources  used. 
There  are  already  OR  methodologies  to  measure  the  efficiency 
of  institutions,  such  as  schools  and  public  transportation,  which 
produce  more  than  one  output.  There  is  no  reason  why  similar 
methodologies  cannot  be  used  for  the  long-term  care  system. 
Horen  gives  heuristic  examples  of  both  macro  and  micro  applica- 
tions to  long-term  care  problems  and  shows  how  an  operations 


research  approach  to  long-term  care  can  yield  fruitful  insights  for 
researchers  and  policymakers. 


Chapter  III 

In  this  chapter,  Liu,  Manton,  and  Alliston  analyze  the  demographic 
and  epidemiologic  determinants  of  long-term  care  expenditures. 
They  first  contend  that  prior  efforts  to  estimate  public  expenditures 
for  long-term  care  are  imprecise  because  the  many  determinants 
have  not  been  thoroughly  examined.  These  influences  include 
population  composition,  mortality,  morbidity,  and  disability,  and 
their  dynamic  interrelationships.  The  authors  analyze  the  relation- 
ship between  population  dynamics  and  disease  and  disability  and 
treat  the  conceptual  and  operational  issues  concerning  morbidity 
and  mortality.  They  next  examine  conventional  approaches  toward 
estimating  the  magnitude  of  need  for  long-term  care  in  the  U.S. 
population  and  discuss  bioactuarial  models  as  an  alternative  strategy 
to  the  usual  approaches.  They  conclude  that  there  is  a need  for 
further  research  on  the  individual  roles  and  interrelationships  of  the 
underlying  components  of  long-term  care  expenditures. 


Chapter  IV 

Quality  of  care  includes  a wide  range  of  concepts  associated 
with  professionally  recognized  standards  of  care.  In  Chapter  IV, 
Kurowski  and  Shaughnessy  show  that  the  results  of  long-term  care 
research  generally  support  the  conclusion  that  the  relationships 
between  structural  measures  of  quality  and  the  process  of  care, 
and  between  the  process  of  care  and  its  outcomes,  are  not  well 
established.  Nevertheless,  a reasonable  amount  is  known  about 
certain  aspects  of  such  relationships  and,  therefore,  about  specific 
issues  related  to  measuring  the  quality  of  long-term  care.  Structural 
criteria  are  least  likely  to  reflect  process  and  outcome  quality  in 
areas  such  as  patient  activities,  social  services,  and  rehabilitative 
services.  Such  criteria  do  not  indicate  whether  the  organization 
actually  has  a functioning  program  and  whether  it  actually  provides 
services  to  patients  who  need  them.  Process  criteria  generally  repre- 
sent a useful  and  common  tool  for  evaluating  the  quality  of  care. 
However,  the  relationship  between  structural  or  process  measures 
and  patient  outcome  has  not  yet  been  consistently  demonstrated. 
Although  patient  outcome  represents  the  final  validation  of  the 
care  process,  it  is  difficult  to  specify  appropriate  outcomes  of  care 
and  to  relate  individual  outcomes  to  the  process  of  care.  More- 
over, assessment  of  the  outcome  of  long-term  care  must  consider 
the  initial  characteristics  and  overall  potential  of  the  individual 
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patients.  Finally,  in  addition  to  validated  measures  and  accurate 
data,  other  necessary  conditions  for  determining  the  true  relation- 
ships between  the  three  types  of  measures  of  the  quality  of  care 
are  adequate  sample  sizes,  financial  resources,  and  time. 

Research  priorities  on  outcomes  and  quality  include  (1)  refined 
measures  of  the  quality  of  care,  (2)  the  relationship  between  proc- 
ess and  outcome  measures  of  quality,  (3)  the  development  of 
optimal  outcomes  of  care,  (4)  refinement  of  case-mix  measures, 
(5)  evaluation  of  incentives  to  change  provider  behavior,  and  (6) 
study  of  the  relationship  between  quality  and  the  cost  of  care. 

Chapter  V 

Chapter  V provides  the  basic  LTC  data  on  utilization  and  provi- 
sion used  in  the  analytic  chapters  in  Parts  2 and  3.  Lloyd  and 
Greenspan  examine  the  major  public  sources  for  providing  long-term 
care  (Medicare,  Medicaid,  Title  XX,  and  OAA  Title  III)  with  the 
latest  and  most  extensive  data  available  from  HCFA  and  DHHS. 
This  is  the  first  time  that  all  of  these  data  (on  nursing  homes,  home 
health  and  homemaker  services,  and  adult  day  care)  have  been 
compiled  in  this  fashion.  The  authors  review  these  sources  of 
long-term  care  provision  from  the  perspective  of  costs,  utilization, 
and  supply.  These  data  yield  some  interesting  overviews  of  long- 
term care  activity  and  give  some  insight  into  future  problems  in 
long-term  care. 


Chapter  VI 

In  general,  the  social  sciences  have  achieved  some  success  in 
broadly  predicting  responses  of  individuals  and  institutions  to 
various  incentive  systems.  However,  modern-day  governmental 
programs  are  often  complex  and  offer  myriad  incentives.  Thus, 
they  reflect  the  society  from  which  these  programs  originate  and 
in  which  they  progress  and  interact  with  one  another.  In  short, 
a priori  knowledge  and  theory  will  not  always  yield  precise  enough 
answers  to  questions  about  the  financial  and  human  consequences 
of  proposed  policy  enactments,  innovations,  or  changes.  For  that 
reason,  the  Health  Care  Financing  Administration  supports  a 
relatively  large  demonstration  program  that  has  two  primary 
purposes:  feasibility  testing  of  new  models  of  care  and  finance 
and  formal  experimentation  and/or  evaluation  of  existing  pro- 
grams. As  an  example  of  the  former,  HCFA  has  recently  under- 
taken demonstrations  on  the  human  and  economic  aspects  of 
terminal  care  hospices.  In  addition,  the  Agency  has  experimented 
with  many  aspects  of  the  existing  Medicare  program  (for  example, 
expansions  of  adult  day  care)  and  has  encouraged  the  States  to 
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experiment  with  their  Medicaid  programs  (such  as  changes  in 
certification  procedures  for  nursing  homes)  by  granting  waivers  of 
the  Social  Security  Act,  Title  XVIII  (Medicare),  and  Title  XIX  (Medic- 
aid) provisions  and/or  regulations,  and  by  awarding  special  Fed- 
eral research  funds  to  the  States.  In  Chapter  VI  and  its  Appendix, 
Hamm,  Kickham,  and  Cutler  describe  HCFA’s  current  demonstra- 
tions in  some  detail  and  report  the  results  and  findings  of  these 
demonstrations  to  date. 


Part  2:  Community  Care 

Chapter  VII 

Dissatisfaction  with  the  nursing  home  as  a vehicle  for  offering 
appropriate,  high-quality  care  at  reasonable  cost  has  stimulated  a 
focus  on  alternatives  to  nursing  homes.  As  a prelude  to  analyzing 
specific  alternatives  in  the  following  chapters,  in  Chapter  VII 
Palmer  discusses  what  we  know  about  alternatives  in  general  and 
what  remains  to  be  considered.  Emphasizing  that  alternatives  may 
be  complements  as  well  as  substitutes  in  a spectrum  of  care,  he 
points  out  that  the  question  of  alternatives  poses  problems  of  cost 
comparisons. 

Since  their  inception  in  1966,  Medicare  and  Medicaid  have  intro- 
duced such  strong  structural  and  incentive  biases  toward  institu- 
tionalization and  toward  the  medical  model  that  there  has  been 
little  experience  with  alternatives  and  even  less  information  about 
them.  Lack  of  experience  hinders  development  of  information 
which,  in  turn,  further  restricts  the  use  of  alternatives.  Further- 
more, insufficient  insurance,  limited  incomes,  and  the  regulations 
surrounding  Supplementary  Security  Income,  social  security  pay- 
ments, and  pensions  also  deter  the  use  of  alternatives.  At  an 
analytical  and  program  level,  lack  of  consistent  criteria  among 
patient  assessors,  lack  of  appropriate  long-term  care  screening 
procedures  for  Professional  Standards  Review  Organizations 
(PSROs),  and  lack  of  satisfactory  process  or  outcome  measures 
combine  to  hinder  the  planning,  development,  and  evaluation  of 
alternative  long-term  care  systems.  Theoretical  knowledge  of 
alternatives  is  limited,  and  more  work  on  theories  of  comparative 
evaluation  and  on  designing  experiments  to  develop  data  for 
evaluations  is  needed. 


Chapter  VIII 

In  Chapter  VIII,  Sangl  shows  that  the  family  continues  to  be  the 
essential  support  system  for  the  overwhelming  majority  of  the 


elderly.  She  reports  that  families  provide  80  percent  of  the  per- 
sonal and  health-related  care  to  the  elderly  who  are  chronically 
ill.  There  are  two  major  indicators  of  the  importance  of  the  family: 
(1)  the  large  percentage  of  bedfast  and  homebound  elderly  who 
still  reside  in  the  community,  principally  because  of  family  support, 
and  (2)  the  presence  of  family  support  for  the  elderly  resident  in 
the  community,  as  opposed  to  the  lack  of  family  of  those  in  insti- 
tutions. While  the  caring  burden  on  the  family  can  be  enormous, 
with  the  emotional  strain  generally  greater  than  any  financial 
strain,  research  has  shown  that  families  view  institutionalization  as 
a last  resort.  Presently,  no  incentives  are  offered  to  the  family  to 
retain  the  elderly  in  the  community  or  to  prevent  unnecessary  and 
premature  institutionalization.  In  fact,  certain  programs,  such  as 
Supplemental  Security  Income  (SSI)  and  food  stamps,  penalize  the 
family  support  system. 

The  literature  suggests  several  types  of  economic  and  service 
incentives  to  sustain  family  caregiving.  With  any  incentive,  cost 
is  a major  concern,  and  it  is  unclear  whether  such  incentives  may 
supplant  rather  than  supplement  family  caregiving.  Since  the 
family  is  the  major  caregiver  for  the  elderly,  it  is  important  that 
policy  be  formulated  which  views  the  elderly  in  the  context  of  the 
family  network,  considering  the  caregivers’  needs  as  well  as  those 
of  the  elderly.  Public  programs  should  be  reviewed  to  determine 
any  negative  effect  on  the  family  support  system.  Moreover,  policy- 
makers must  remain  alert  to  changing  demographics  and  family 
situations,  especially  the  increased  participation  of  women,  who 
are  the  principal  caregivers,  in  the  labor  force.  Further  research 
is  needed  on  present  family  networks,  emerging  family  forms 
(including  family  surrogates),  and  types  of  programs  that  would 
best  support  family  caregiving. 


Chapter  IX 

In  Chapter  IX,  Palmer  begins  by  distinguishing  between  two 
polar  types  of  home  care  (HC).  Home  care  is  classified  as  “inten- 
sive” when  it  is  aimed  at  reducing  nursing  home  stays  and  fea- 
tures heavy  medical/nursing  involvement  and  high  technology 
apparatus  in  the  home.  It  is  classified  as  “basic”  (maintenance 
and/or  personal)  when  it  is  designed  to  sustain  dependents  in  the 
community  and  avoid  custodial  institutionalization.  Currently,  there 
are  2,900  Medicare/Medicaid-certified  HC  providers  nationwide. 
In  1978,  Medicare  spent  $427  million  and  Medicaid  $211  million 
on  home  care;  these  expenditures  are  relatively  low  because  under 
the  Medicare/Medicaid  regulations,  only  “medical”  services  pre- 
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scribed  by  a physician  (and  usually  services  only  to  the  home- 
bound)  have  qualified  for  reimbursement. 

Home  care  research  suffers  from  poor  problem  and  outcome 
specification,  lack  of  theoretical  models  linking  inputs  to  outcomes, 
inability  to  ensure  comparability  of  client  groups,  and  the  failure 
to  identify  secondary,  tertiary,  and  family  costs.  Until  now,  com- 
parisons of  users  and  non-users  of  home  care  suggest  few  differ- 
ences in  physical  functioning,  institutionalization,  or  length  of  stay 
in  institutions.  Lastly,  there  seems  to  be  a break-even  point  beyond 
which  institutionalization  is  actually  less  costly  than  home  care. 

Chapter  X 

In  Chapter  X,  Thomas  examines  housing  and  the  dimensions  of 
LTC  dependency.  He  points  out  that  the  elderly  are  vulnerable  to 
the  environment  in  which  they  live  and  that  “adequacy”  (enough, 
but  not  too  much,  space)  and  “appropriateness”  (usable  space) 
must  be  the  two  major  guideposts  in  housing  for  the  elderly.  Al- 
though income  is  the  primary  determinant  of  the  living  environment, 
there  is  currently  no  spectrum  of  housing  for  the  elderly  which 
accommodates  a matching  spectrum  of  their  incomes  or  their  needs. 
Moreover,  present  government  policy  subsidizes  housing  for  the 
independent  elderly  rather  than  for  the  partially  impaired  elderly 
who  do  not  need  to  be  institutionalized.  Thomas  advocates  elimi- 
nating the  present  institutional  bias  from  income  maintenance  and 
health  care  financing  programs.  He  concludes  that  the  housing 
requirements  of  the  elderly  and  chronically  impaired  must  be 
studied  further,  especially  to  integrate  various  types  of  provision  and 
support. 


Chapter  XI 

Chapter  XI  considers  adult  day  care  (ADC)  as  part  of  a set  of 
services  provided  to  the  dependent  elderly  to  combine  nursing, 
medical,  and  social  services  that  may  be  difficult  to  administer  at 
home  and  for  which  economies  of  scale  may  be  realized  in  a central 
locale.  Currently,  there  are  about  600  ADC  programs  in  45  States, 
providing  about  13,500  visits  annually.  Financial  support  for  ADC 
is  broadly  based  and  fragmented.  Medicare  and  Medicaid  do  not 
pay  for  ADC  per  se,  but  only  for  certain  medical  services  in  ADC 
programs,  when  prescribed  by  a physician. 

As  with  other  long-term  care  programs,  ADC  should  be  analyzed 
with  respect  to  access,  quality,  and  cost.  Even  though  ADC  pro- 
grams in  Massachusetts  and  California  have  been  officially  moni- 
tored at  the  State  level,  little  is  known  about  access,  and  even  less 
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is  known  about  quality.  Moreover,  controversy  still  exists  about  the 
costs  of  ADC  and  their  comparability  to  the  costs  of  other  forms 
of  long-term  care.  More  research  is  needed  on  the  population  that 
might  benefit  from  ADC,  on  service  packages  offered  in  different 
day  care  programs,  on  labor  force  and  space  requirements  for 
ADC,  on  appropriate  safeguards  or  regulations,  on  useful  costing 
methods,  and  on  data  systems. 


Chapter  XII 

In  Chapter  XII,  Palmer  considers  another  alternative,  domiciliary 
care.  Domiciliary  care  facilities  (DCFs)  encompass  a wide  range  of 
settings  and  services,  including  room,  board,  shelter,  recreation,  and 
sheltered  work  supervision.  However,  settings  vary  in  number  and 
amounts  of  services  offered.  Thus,  the  domiciliary  care  issue  pri- 
marily relates  to  the  provision  of  care  for  vulnerable,  frail  people 
needing  only  occasional  medical  assistance  at  about  the  same  rate 
as  the  general  population. 

There  are  three  factors  responsible  for  the  recent  growth  of 
DCFs:  (1)  a rapid  increase  in  the  number  of  persons  75  years  and 
older;  (2)  the  emergence  of  Federally  financed  income  maintenance 
programs,  especially  Supplemental  Security  Income  for  the  elderly, 
blind,  and  disabled;  and  (3)  extensive  deinstitutionalization  from 
State  mental  hospitals.  One  of  the  key  questions  for  the  DCF 
revolves  around  the  possibility  of  creating  a humane  and  safe 
alternative  to  the  mental  hospital  and  intermediate  care  facility. 

Little  research  has  been  done  on  DCFs,  primarily  because  many 
are  difficult  to  locate.  As  a potentially  viable  and  less  expensive 
alternative  to  the  nursing  home  for  the  less  severely  disabled,  there 
are  many  aspects  about  the  DCF  that  we  still  need  to  study.  Among 
these  are  (1)  facts  about  possible  candidates  for  deinstitutionaliza- 
tion who  could  be  adequately  served  by  DCFs,  (2)  the  relative  costs 
of  DCFs  and  mental  hospitals  for  comparable  client  groups,  (3)  the 
number  of  people  who  would  never  have  been  hospitalized  had 
DCFs  been  available,  and  (4)  the  totality  and  types  of  dependence 
and  their  influence  on  the  supply  and  demand  for  long-term  care 
facilities,  influences  that  include  State  Medicaid  and  social  service 
policies. 


Chapter  XIII 

Lack  of  transportation  can  create  dependency,  and,  at  the  margin, 
push  the  elderly  and  impaired  toward  institutionalization.  Chap- 
ter XIII  shows  how  accessibility  to  transportation  is  difficult  for  the 
elderly  and  impaired  both  because  of  system  and  vehicular  barriers. 
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Transportation  problems  also  are  intimately  related  to  the  housing 
problem  and  to  the  low  income  of  the  elderly.  Given  present  living 
arrangements,  transportation  is  simply  not  available  for  the  ma- 
jority of  the  elderly  and  disabled.  For  example,  many  of  the  elderly 
live  in  rural  areas  where  no  public  transportation  exists.  Even  where 
public  transportation  is  available,  it  is  often  unreliable  and  poses 
problems  for  persons  with  physical  handicaps.  Perhaps  the  solu- 
tion to  LTC-related  transport  can  only  be  achieved  in  conjunction 
with  a solution  to  the  housing  and  income  problems  of  the  elderly. 
Transportation  difficulties  emphasize  the  need  for  a total  systems 
approach  to  enhance  the  well-being  of  the  elderly  and  impaired 
and  to  address  their  LTC  problems. 


Chapter  XIV 

Another  factor  that  enters  into  the  demand  for  long-term  care  is 
the  high  incidence  of  mental  illness  in  the  elderly  relative  to  the 
general  population.  In  Chapter  XIV,  Hall  reports  that  15  percent  to 
20  percent  of  the  elderly  in  the  community  have  moderate  to  severe 
mental  illness;  she  also  finds  that  50  percent  to  65  percent  of  nurs- 
ing home  residents  have  serious  mental  problems.  Despite  their 
high  vulnerability  to  mental  health  problems,  the  elderly  are  slower 
than  other  age  groups  to  recognize  mental  problems.  Even  if  they 
do  define  their  symptoms  in  psychiatric  terms,  they  encounter  many 
barriers  to  treatment.  Research  has  indicated  that  many  mental 
illnesses  of  the  elderly  are  treatable,  but  psychiatric  treatment  is 
expensive  and  is  inadequately  covered  by  Medicare  and  Medicaid. 
Changes  in  the  financing  of  health  care  could  encourage  better 
mental  health  treatment  for  the  elderly.  Furthermore,  early  treatment 
could  prevent  deterioration  which  often  results  in  institutionalization. 
One  result  of  the  incentives  that  Medicaid  gives  the  States  is  that 
many  of  the  elderly  mentally  ill  have  been  transferred  from  State 
mental  hospitals  to  nursing  homes;  however,  mental  health  services 
do  not  follow  the  elderly  into  nursing  homes.  In  light  of  these  prob- 
lems, both  the  Department  of  Health  and  Human  Services  and  the 
Department  of  Housing  and  Urban  Development  are  exploring  alter- 
native modes  of  treatment  and  living  arrangements  for  the  elderly 
who  are  mentally  ill. 

Part  3:  The  Nursing  Home 

Chapter  XV 

Chapter  XV  traces  the  evolution  of  the  long-term  care  system 
through  its  legislative  history.  Although  his  focus  is  on  nursing 
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home  care,  Waldman  shows  how  government  support  has  both 
directly  financed  long-term  care  and  provided  income  maintenance 
often  used  to  purchase  long-term  care  in  various  forms.  Before  the 
Depression,  public  support  for  the  elderly  and  disabled  was  pro- 
vided mainly  at  the  local  level  in  county  poorhouses.  The  first 
significant  piece  of  social  legislation  that  helped  to  stimulate  de- 
mand for  nursing  home  care  was  Old  Age  Assistance,  enacted  in 
1935.  From  that  time  until  the  enactment  of  Medicare  and  Medicaid 
in  1966,  various  benefits  for  the  elderly,  combined  with  subsidy  pro- 
grams for  building  nursing  homes,  nudged  public  provision  toward 
institutional  modes  of  care. 

The  Medicare  and  Medicaid  programs  further  increased  public 
demand  for  nursing  home  care.  Public  expenditures  for  this  care 
rose  dramatically  to  almost  $18  billion  in  fiscal  year  1979.  Contin- 
ued increases  in  social  security  benefits  and  the  creation  of  the 
Supplementary  Security  Income  program  in  1972  further  enhanced 
the  ability  of  the  elderly  to  purchase  nursing  home  care.  Simultane- 
ously, the  structure  of  the  Medicaid  matching  formula  and  its  pri- 
marily medical  orientation  have  provided  incentives  to  the  States 
to  transfer  patients  from  State  mental  institutions  to  nursing  homes 
supported  by  Medicaid.  We  might  also  infer  that  the  relatively  high 
marginal  “tax”  rate  placed  upon  the  supplemental  security  income 
of  those  elderly  living  with  their  families  has  provided  a further 
incentive  to  purchase  nursing  home  services. 

Waldman  provides  a descriptive  analysis  of  the  role  of  the  volun- 
tary nursing  home  sector  in  the  Appendix  to  Chapter  XV.  These 
homes  were  primarily  initiated  by  immigrant  and  religious  groups 
and  by  voluntary  hospitals  and  continue  to  be  maintained  by  them, 
although  much  financial  support  now  comes  from  patient-generated 
income  as  in  nursing  homes  run  for  profit.  As  a result  of  the 
evolution  of  social  programs  supporting  both  types  of  homes,  it 
appears  that  the  modern-day  voluntary  home  is  not  much  different 
from  the  for-profit  home  in  many  respects.  Differences  in  the  be- 
havior of  non-profit  homes  are  amenable  to  theoretical  analysis,  as 
Palmer  and  Vogel  show  in  detail  in  Chapter  XVI. 


Chapter  XVI 

Palmer  and  Vogel  analyze  formal  economic  models  of  for-profit 
and  non-profit  nursing  homes  in  Chapter  XVI.  One  would  expect 
pricing  and  output  decisions  in  this  industry  to  occur  in  the  same 
fashion  as  they  do  in  any  monopolistically  competitive  industry. 
However,  due  to  the  Medicare  and  Medicaid  programs,  the  provider 
faces  peculiarly  shaped  demand  functions.  As  a consequence,  the 
provider  becomes  a price-setter  for  the  private  segment  of  the 
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market  and  a price-taker  from  the  public  sector.  Depending  upon 
the  level  of  costs  and  the  level  of  demand  curves  that  he/she  faces, 
the  provider  may  not  wish  to  accept  public-pay  patients  at  all,  or 
may  not  accept  as  many  as  might  want  entry  at  a given  level  of 
public  payment  and  subsidized  (to  the  users)  prices.  The  authors 
analyze  the  question  of  subsidies  between  public  and  private  pa- 
tients and  distinguish  between  internal  and  external  subsidies.  They 
then  discuss  “substandard  care’’  and  show  that,  theoretically,  sub- 
standard care  has  both  a quantitative  and  a qualitative  dimension, 
although  the  data  on  this  point  are  somewhat  unclear.  At  bottom, 
substandard  care  for  publicly  supported  patients  may  be  all  that 
taxpayers  are  willing  to  finance.  The  resolution  of  this  policy 
dilemma  may  hinge  on  the  discovery  of  alternative  sources  to 
public  funding  or  more  cost-effective  means  of  providing  care. 


Chapter  XVII 

In  Chapter  XVII  Vogel  provides  an  industrial  organization  analysis 
of  the  nursing  home  industry,  using  the  classical  1-0  paradigm. 
Such  an  analysis  involves  an  investigation  of  the  market  structure, 
market  conduct,  and  market  performance  of  the  industry.  The 
market  structure  of  the  nursing  home  industry  can  be  characterized 
as  one  having  many  sellers  and  many  buyers,  but  buyers  (or  public- 
pay  consumers)  are  both  physically  and  mentally  debilitated,  and 
consequently  lack  information  and  mobility.  Moreover,  certificate- 
of-need  regulations  have  created  excess  demand  by  public-pay 
patients.  In  light  of  demonstrated  consumer  behavior,  the  effects 
of  certificate-of-need,  the  monopolistically  competitive  structure  of 
the  sellers’  market,  and  the  alleged  abuses  by  nursing  homes  in 
the  past,  it  would  appear  that  nursing  home  operators  have  some 
measure  of  market  power  over  consumers.  Although  government 
pays  for  57  percent  of  all  nursing  home  services,  mainly  through 
the  Medicaid  program,  it  cannot  directly  exercise  monopsonistic 
countervailing  power  in  the  nursing  home  market  because,  legally, 
users  have  freedom  of  choice.  It  can,  however,  influence  use  and 
provision  through  regulation  and  eligibility  determination.  However, 
there  has  been  considerable  controversy  about  the  effectiveness, 
usefulness,  consistency  and  coordination  of  government  regulation 
and  enforcement  in  this  market,  which  is  composed  of  54  Medicaid 
jurisdictions,  each  having  different  policies.  Quality  of  the  output 
of  the  industry,  how  to  measure  it  (see  Chapter  IV)  and  what  to  do 
about  it  are  also  all  matters  of  dispute. 

Investment  theory  predicts  certain  outcomes  in  response  to 
varying  incentives  provided  by  public  policy.  This  chapter  also 
outlines  the  relevant  investment  theory  in  some  detail.  Since  the 
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beginning  of  the  Medicare  and  Medicaid  programs,  incentives  have 
been  weighted  in  favor  of  investments  in  nursing  homes,  to  the 
virtual  exclusion  of  investments  in  alternative  modes  of  long-term 
care.  Although  the  nursing  home  industry  has  grown  rapidly,  recent 
empirical  evidence  on  the  growth  and  profitability  of  the  industry  is 
equivocal.  Growth  has  slowed,  but  this  could  result  from  lower 
profitability  relative  to  other  investments  in  the  economy  or  from 
certificate-of-need  regulations.  The  nursing  home  profitability  ques- 
tion and  the  possibility  of  enhancing  the  profitability  of  alternatives 
to  institutionalization  need  more  careful  research. 

Chapter  XVIII 

Provider  incentives  under  alternative  nursing  home  reimbursement 
systems  is  the  issue  that  Cotterill  addresses  in  Chapter  XVIII.  In 
recent  years,  fiscal  constraints  have  led  individual  States  to 
strengthen  the  cost  containment  potential  of  their  Medicaid  reim- 
bursement systems,  typically  by  imposing  various  types  of  cost 
limits  on  cost-related  systems.  These  changes  might  be  expected 
to  have  worsened  public  patients’  access  to  quality  care.  However, 
Cotterill  shows  that,  even  in  the  absence  of  cost  containment 
pressures,  the  present  cost-based  reimbursement  method  provides 
weak  access  and  quality  incentives. 

The  disadvantages  of  cost-based  reimbursement  are  particularly 
serious  when  the  demand  for  nursing  home  care  is  so  great  that 
facilities  can  readily  fill  their  beds  with  whatever  severity  of  case- 
mix  they  choose.  Under  these  circumstances,  cost-based  reim- 
bursement subsidizes  a more  severe  private  case-mix  and  higher 
quality  of  care  for  private  patients  than  does  flat  rate  reimbursement. 
However,  neither  system  gives  providers  any  incentives  to  accept 
public  patients  who  require  more  care  or  to  provide  more  than 
minimal  quality  of  care  for  public  patients. 

A possible  solution  to  these  problems  is  to  modify  flat  rate  systems 
to  include  quality  and  case-mix  rate  adjustments  for  public  patients. 
However,  systems  of  this  type  are  complex  and  their  effectiveness 
remains  to  be  demonstrated.  A critical  issue  is  their  ability  to 
offset  providers’  preferences  for  patients  requiring  little  care. 


Chapter  XIX 

Chapter  XIX  provides  a state-of-the-art  analysis  of  the  determi- 
nants of  nursing  home  costs.  Palmer  surveys  economic  studies  on 
the  subject,  in  part  using  a framework  developed  by  Christine 
Bishop.  He  finds  that  research  results  are  equivocal  as  to  scale 
effects  arising  from  either  size  or  occupancy  rate.  For-profit  pro- 
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viders  seem  to  have  lower  costs  than  non-profit  providers;  hospital- 
based  homes  have  higher  costs.  Region  of  the  country  is  also  an 
important  determinant  of  costs,  with  higher  costs  in  the  north  and 
east.  State  regulatory  activity  also  seems  to  increase  costs,  as 
does  prospective  reimbursement.  Available  services  and  patient 
condition  appear  to  have  a direct  relation  to  level  of  costs,  although 
research  results  are  again  equivocal.  Public  pay  admissions  have 
a strong  positive  effect  on  costs. 

Structural  analyses  of  nursing  home  costs  have  yielded  some 
important  results  for  public  policy.  Among  these  findings  are 
that  (1)  cost  control  policies  inhibit  public-pay  patient  access, 
(2)  lack  of  links  between  characteristics  of  patients  and  average 
operating  costs  may  indicate  that  very  debilitated  patients  are  not 
receiving  intense  enough  nursing  and  rehabilitative  services,  (3) 
certificate-of-need  programs  increase  occupancy  rates,  (4)  low 
occupancy  penalties  increase  access  for  public  patients,  and 
(5)  cost  containment  programs  widen  gaps  between  public  and 
private-pay  rates,  implying  either  high  private-pay  profits  or  private 
internal  subsidy  of  public  patients  (or  both).  Although  all  of  the 
findings  on  nursing  home  costs  have  yet  to  be  reconciled,  and  not 
as  much  sustained  work  has  been  done  on  these  costs  as  has  been 
done  on  hospital  costs,  the  research  community  appears  to  be 
rapidly  moving  toward  some  general  conclusions  on  the  key  elements 
of  nursing  home  costs. 


Chapter  XX 

In  Chapter  XX,  Horen  considers  the  labor  supply  question  in 
long-term  care,  a major  problem  of  current  concern.  Two-thirds 
of  nursing  home  costs  are  labor  costs.  Labor  costs  account  for  an 
even  larger  proportion  of  the  costs  of  alternative  modes  of  long- 
term care  provision.  Unfortunately,  labor-intensive  industries  share 
the  common  characteristic  that  productivity  gains  are  difficult  to 
achieve  because  capital  is  not  easily  substitutable  for  labor.  Nurses’ 
aides  are  the  persons  directly  responsible  for  patient  care,  but 
they  are  difficult  to  find  and  to  retain  and  cannot  be  replaced  with 
capital  goods.  Labor  market  theory  offers  a certain  amount  of 
insight  into  these  labor  supply  problems,  since  it  argues  that  labor 
inputs  will  be  hired  to  the  point  where  their  marginal  revenue  product 
equals  their  marginal  cost.  However,  the  minimum  wage  law 
makes  it  necessary  to  pay  poorly  trained  and  motivated  aides  more 
than  their  marginal  revenue  product.  Thus,  in  effect,  they  do  not 
“earn  their  keep.’’  Moreover,  public  welfare  programs  or  other 
low-skilled  jobs  offer  financially  attractive  alternatives  to  the  some- 
what unpleasant  task  of  ministering  to  the  basic  needs  of  the 
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elderly.  As  a consequence,  labor  turnover  rates  are  high  and  job 
productivity  low. 

A similar  circumstance  arises  in  the  market  for  nurses,  although 
for  different  reasons.  Apparently,  nursing  is  a less  attractive  profes- 
sion than  it  used  to  be,  given  the  employment  opportunities  now 
available  to  women.  Moreover,  relatively  large  gains  in  hospital 
wage  rates  for  nurses  have  helped  siphon  nursing  labor  power 
away  from  long-term  care.  This  situation  presents  a pressing  prob- 
lem, and  its  resolution  will  not  be  easy.  Capital  substitutes  are 
simply  neither  appropriate  nor  available.  Thus,  higher  wages  for 
long-term  care  workers  seem  to  be  the  only  way  of  attracting  the 
needed  skills  into  this  industry  and  reducing  labor  turnover.  This 
high-wage  solution,  however,  implies  higher  long-term  care  costs, 
unless  labor  productivity  grows  and  lower  labor  turnover  costs  are 
not  offset  by  higher  wages. 

Planning  shortages  are  not  the  same  as  economic  shortages,  but 
economic  shortages  may  exist  in  the  nursing  home  labor  market 
due  to  dynamic  lags  in  the  wage  adjustment  process.  Horen  con- 
cludes with  the  observation  that  real  labor  shortages  may  not  be 
as  great  as  those  that  are  alleged  to  exist,  because  the  demand 
for  nursing  home  care  may  be  artificially  inflated  by  various  forms 
of  subsidization.  Elimination  of  some  or  all  of  these  subsidies 
would,  no  doubt,  lessen  the  pressure  on  labor  demand. 


Conclusion 

One  common  theme  running  through  all  of  these  chapters  is  that 
long-term  care  is  a unique  and  pervasive  part  of  our  society.  How- 
ever, fiscal  and  demographic  realities  have  only  recently  forced  us 
to  try  to  articulate  clear  goals  for  it.  The  long-term  care  population 
is  ill-defined  on  the  spectrum  of  physical  and  mental  debility  and  in 
terms  of  the  supports  it  requires.  Furthermore,  we  have  barely 
captured  the  quality  dimension  of  long-term  care  provision  because 
of  the  chronic  and  regressive  nature  of  the  problems  facing  its 
clientele.  We  have  not  really  stated  what  we  wanted,  nor  have  we 
had  the  means  to  know  whether  we  have  achieved  it.  Part  of  the 
need  for  LTC  stems  from  processes  inherent  in  the  natural  process 
of  aging,  so  that  long-term  care  implies  meeting  health  care  needs, 
as  well  as  income,  housing,  and  transportation  needs,  in  a systemic 
framework.  Until  the  last  few  years,  little  effort  was  spent  on  under- 
standing provider  responses  to  various  incentive  mechanisms. 
Major  emphasis  was  placed  upon  a largely  publicly-financed  medical 
model  that  skewed  incentives  toward  institutionalization;  little 
thought  was  given  to  alternatives. 
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The  popular  press  maintains  that  the  United  States  idolizes  youth 
and  vigor,  and  thus  prefers  to  hide  its  elderly  and  debilitated  from 
sight.  This  may  be  true,  but  the  inescapable  fact  is  that  we  are  an 
aging  society  and  the  problems  of  long-term  care  will  loom  ever 
larger  if  gains  in  economic  productivity  do  not  compensate  for 
upward  shifts  in  the  dependency  ratio.  Such  a potential  outcome 
implies  that  we  must  learn  to  provide  long-term  care  in  an  economi- 
cally efficient  manner,  once  we  have  specified  societal  goals  for 
long-term  care. 

On  one  extreme,  some  would  argue  that  more  direct  public 
financing  is  necessary  because  long-term  care  is  basically  a prob- 
lem of  social  insurance  and  because  the  elderly  cannot  protect 
themselves  adequately  from  providers.  From  a similar  perspective, 
others  would  argue  that  long-term  care  is  more  an  income  problem 
than  anything  else  and  could  be  accommodated  by  an  expanded 
social  security  system.  At  an  opposite  extreme,  some  would  rely 
more  on  private  financing  for  long-term  care.  These  perspectives 
reveal  basically  normative  issues  about  the  proper  role  of  the  public 
versus  the  private  sector.  This  book  has  not  attempted  to  answer 
such  questions.  Rather,  the  authors  of  the  individual  chapters, 
while  sensitive  to  parameters  of  policy,  have  addressed  technical 
problems  with  respect  to  the  state-of-the-art.  They  also  hope  to 
have  pushed  the  state-of-the-art  forward  in  a modest  way  in  their 
respective  areas  of  expertise.  It  is  our  hope  that  this  research  will 
add  to  the  understanding  of  long-term  care  problems  now  facing 
the  nation  and  contribute  to  their  resolution.  We  also  hope  that  our 
efforts  will  help  to  raise  the  quality  of  life  for  those  who  need 
long-term  care. 
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Chapter  I 

The  System  of  Provision 

by  Hans  C.  Palmer 


This  chapter  will  introduce  the  general  problem  of  long-term 
care  (LTC)  and  the  analytical  and  research  issues  which  must  be 
addressed  to  understand  it.  We  necessarily  begin  with  definitions 
and  proceed  to  questions  of  the  role  of  time  in  LTC  for  the  individ- 
ual and  for  society.  Since  no  evaluation  of  any  service  provision  or 
system  for  making  such  provision  can  exist  without  some  idea  of 
desired  outcomes,  we  also  must  raise  questions  about  individual 
and  social  and  public  and  private  goals  of  LTC. 

Similarly,  we  need  to  address  questions  about  the  influences  of 
users,  providers,  and  government  on  the  demand  for  and  supply  of 
LTC  services. 

• To  what  extent  are  dependent  individuals  and  their  families 
truly  responsible  for  the  use  of  LTC  services? 

• Are  health  and  social  care  professionals  involved  on  both  the 
demand  and  supply  sides  of  the  use  and  provision  of  LTC? 

• What  is  the  role  of  government  support,  public  agencies,  legis- 
lation, reimbursement  provisions,  and  regulation  in  determining 
levels  and  configurations  of  LTC  use? 

• Do  provider  trade  groups  influence  use  of  LTC? 

• How  do  medical,  nursing,  social,  and  rehabilitative  profes- 
sionals, who  manage  the  flow  of  dependent  people,  help  deter- 
mine patterns  in  use  of  LTC  services? 

• How  are  team  approaches  to  LTC  important? 

We  must  also  look  at  the  system  (or  lack  thereof)  of  LTC  provision. 
What  is  a systems  approach  to  LTC?  Do  we  now  have  one?  Why 
or  why  not?  What  would  an  ideal  systems  approach  look  like? 

Before  addressing  these  behavioral,  organizational,  and  systemic 
issues,  however,  the  following  additional  specific  questions,  posed 
by  William  Weissert  (1979),  should  be  considered: 

• Which  age  groups  are  most  likely  to  need  LTC? 

• Which  medical  conditions  create  the  need  for  LTC? 

• What  are  the  near,  medium,  and  longer-run  projections  about 
the  requirement  for  LTC? 


I wish  to  thank  James  Callahan  for  his  useful  suggestions  for  this  chapter. 
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• What  are  the  actual  Federal  objectives  in  LTC? 

• What  types  of  provision  are  appropriate  to  serve  identifiable 
long-term  care  requirements,  by  type  of  requirement? 

• What  are  the  current  shortfalls  in  the  amount  of  provision,  given 
the  objectives  of  Federal  policy? 

• What  are  the  determinants  of  provider  behavior  at  both  the 
micro  and  macro  levels? 

• How  have  private  health  insurance  systems  affected  provider 
behavior,  the  types  of  care  provided,  and  the  amounts? 

• How  have  Federal  reimbursement  programs  affected  provider 
behavior,  the  types  of  care  provided,  and  the  amounts? 

Together,  these  two  sets  of  questions  should  guide  the  LTC 
analyst  and  the  policymaker.  Much  of  the  analytical  literature  on 
LTC  already  addresses  some  of  these  issues,  yet  much  of  it  never 
brings  them  together.  Other  parts  of  that  literature,  by  contrast, 
frequently  discuss  the  larger  problems  with  no  grounding  in  data 
or  analytical  specifics.  Also,  some  analyses  are  rich  in  data,  yet 
poor  in  analytical  conclusions.  Similar  weaknesses  exist  in  the 
formulation  of  policy. 

What  is  Long-Term  Care? 

Millions  of  Americans  suffer  from  physical  and  mental  weaknesses 
which  lead  to  impairment,  handicap,  and  disability.1  Their  disabili- 
ties often  necessitate  a dependence  on  others,  a need  for  care 
which  often  must  be  given  for  a long  period  of  time.  In  our  society, 
although  many  younger  people  require  LTC,  the  aged,  especially 
those  75  and  older,  constitute  the  great  majority  of  people  in  such 
need.2 

The  incidence  of  chronic,  degenerative,  disabling  conditions 
seems  to  increase  with  age.  As  a result,  cancers,  heart  and  vascu- 
lar problems,  and  mental  disturbances  are  the  most  common  causes 
of  death  and  disability  among  the  elderly.  Because  of  the  time 
aspect  of  these  conditions,  more  than  one-half  of  all  acute  hospital 
bed  days  are  devoted  to  these  sources  of  morbidity,  and  it  is  not 
surprising  that  restricted  activity  days  increase  along  with  age.  What 
is  not  necessarily  to  be  expected  is  that  the  rate  of  bed  confinement 
is  also  higher  for  older  women  than  for  older  men  and  is  also  more 
common  among  members  of  lower  socioeconomic  groups.  Overall, 
the  cumulative  effects  of  combined  morbidities  and  the  weaknesses 


1 For  a discussion  of  the  concepts  of  impairment,  disability,  and  handicap, 
and  of  their  interactions,  see  World  Health  Organization  (1977). 

2 Recent  medical  developments  ensuring  the  survival  of  birth-damaged 
children  and  severely  injured  younger  adults  have  increased  concern  about 
these  younger  users  of  LTC  services. 
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of  age  imply  that  perhaps  30  percent  of  the  population  65  and  older 
requires  some  assistance  and  that  perhaps  5 percent  is  totally  dis- 
abled and  housebound.  The  magnitude  of  the  LTC  need  may  well 
be  enormous,  particularly  since  the  number  of  people  65  and  older, 
and  especially  those  85  and  older,  is  growing  so  rapidly  (Brody  and 
Messinger,  1979). 

Many  of  these  disabled  older  people  need  support  services 
rather  than  sophisticated  medical  technologies.  Indeed,  many  de- 
pendent people  need  little  other  than  routine  types  of  help  with  the 
functions  or  activities  of  daily  living  (ADL)  which  they  can  no  longer 
provide  for  themselves.  Although  such  dependent  people  may  not 
need  highly  technical  support,  the  chances  are  that  they  will  need 
many  types  of  services,  provided  from  different  sources  (Brody  and 
Brody,  1980). 

Requirements  for  LTC  are  thus  seen  to  arise  from  disease,  injury, 
and  the  inexorable  processes  of  aging.  Although  aging  is  associated 
with  the  onset  of  certain  diseases,  many  physical  and  mental  weak- 
nesses of  older  people  emerge  in  the  aging  process  itself.  Addi- 
tionally, disease  and  weaknesses  often  associated  with  aging  can 
increase  vulnerability  to  injury.  Psychological  and  emotional  weak- 
nesses, as  well  as  social  and  financial  problems,  also  often  con- 
tribute to  the  need  for  LTC.  Moreover,  proper  care  and  support 
demand  proper  settings  and  appropriate  transportation.  Accord- 
ingly, the  dependent  person  has  to  be  adequately  housed  and, 
often,  transported.  Many  types  of  support,  ranging  from  high  tech- 
nology, acute  medical  interventions  to  the  provision  of  personal 
services  and  household  chores  may  thus  be  required  in  a given 
program  of  long-term  care.3 

The  cited  requirements  reflect  the  need  for  a systematic  program 
of  support;  they  reinforce  each  other  and  usually  appear  together, 
although  in  different  patterns  and  concentrations  depending  on 
individual  and  community  circumstances.  Thus,  the  supports  to 
meet  these  requirements  must  be  combined  in  systematically  de- 
signed structures  featuring  differing  resource  mixes.  For  some 
dependent  people,  medical  care  or  nursing  is  essential  and  suffi- 
cient, while  for  others  “high  tech”  medicine  must  be  systematically 
complemented  with  basic  types  of  social  and  economic  services. 
For  still  others,  systems  of  economic  or  social  and  psychological 
support  are  all  that  is  required. 

Paul  Grimaldi  and  Toni  Sullivan  (1981)  have  proposed  a system 
for  classifying  potentially  vulnerable  people  into  four  dependency 


3 An  excellent  summary  of  long-term  care  issues  is  contained  in  U.S. 
Department  of  Health,  Education,  and  Welfare,  Federal  Council  on  Aging, 
“Key  Issues  in  Long-Term  Care — A Progress  Report,”  Washington,  D.C., 
December  1979. 
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categories.  (These  categories  and  their  associated  required  serv- 
ices are  shown  in  Appendix  Figures  I— A— 1 and  l-A-2.)  Group  I, 
the  Independent,  is  essentially  “young”  old  (people  65  to  74)  or 
people  who  share  attributes  of  that  group,  for  example,  having  an 
advanced  education,  married,  usually  having  a spouse  and/or  chil- 
dren present,  and  having  infrequent  contact  with  the  health  and/or 
social  services  helping  systems.  Group  II,  the  Independence 
Threatened,  requires  high  levels  of  self-care  and  care  from  pro- 
viders. These  people  are  vulnerable  to  declining  health  and  may 
require  episodes  of  intensive  care. 

Those  in  Group  III,  the  Independence  Delegated,  depend  on 
others  for  many  of  the  activities  of  daily  living  (ADL)  and,  generally, 
have  lower  levels  of  health  and  other  self-care  ability  than  people 
in  Groups  I or  II.  Their  health  status  is  uncertain,  possibly  because 
of  social  situation,  the  processes  of  aging,  or  illness.  They  often 
require  intensive  services  not  available  to  them  in  their  immediate 
environments. 

Those  in  Group  IV,  the  Dependent,  are  in  poor  health  and  have 
very  limited  self-care  abilities.  They  are  disproportionately  very  old 
(usually  85  and  older),  poor,  and  have  little  education.  Their  complex 
health  problems  are  further  compounded  by  a need  for  help  with 
bathing,  toileting,  and  walking.  They  constantly  interact  with,  and 
require  support  from,  medical,  nursing,  and  other  health  profes- 
sionals. Frequently,  they  are  institutionalized  (or  should  be)  and/or 
require  intensive  home  care.  Financial  and  personal  stresses  accom- 
panying their  being  at  home  can  force  their  families  to  institutionalize 
them.  Maintaining  a dependent  elder  at  home  usually  mandates 
temporary  institutionalization  (respite  care)  if  families  are  to  cope. 
Ideally,  people  in  Group  IV  and  their  families  should  be  assisted  with 
adequate  home  care  coupled  with  timely  placements  in  nursing 
homes  or  other  institutions. 

As  Grimaldi  and  Sullivan  state,  and  as  this  chapter  emphasizes, 
these  varying  dependency  levels  suggest  differing  types  and  sys- 
tems of  services.  Appropriate  linkages  among  formal  health  and 
social  services,  informally  provided  services,  and  capabilities  for 
self-care  are  crucial  to  the  success  of  these  services.  Unfortunately, 
the  nature  and  functioning  of  these  linkages  is,  as  yet,  unknown. 
All  aspects  require  further  theoretical  and  empirical  work.  Some 
linkages  (perhaps  30  percent)  are  made  by  information  and  referral 
programs  and  transport.  Peer  groups,  special  interest  groups, 
voluntary  associations,  and  ombudsmen  also  match  providers  with 
dependent  persons.  Of  course,  no  satisfactory  meeting  of  require- 
ments can  occur  unless  there  are  sufficient  and  appropriate  services 
available. 
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The  Elements  of  Time 

The  very  term  “long-term  care’’  suggests  a time-related  process, 
the  outcomes  of  which  emerge  only  with  time’s  passage.  Time, 
however,  can  be  viewed  in  many  senses  which  have  implications 
for  providers  and  users  of  LTC,  the  analysis  of  LTC,  and  for  devel- 
opment of  policy  responses  to  the  need  for  LTC. 

Time  and  the  Participants  in  LTC 

At  a personal  level,  time  is  an  important  dimension  having  various 
implications.  For  users  (patients),  time  is  implicated  in  the  effects 
of  long  periods  of  dependency  on  their  capacity  to  “get  well”  and 
on  their  sense  of  having  to  rely  on  others,  often  at  the  cost  of  their 
self-esteem.  Paradoxically,  LTC  dependency  may  also  feed  on 
itself,  in  that  the  more  time  people  spend  in  a heavy  care  environ- 
ment, the  less  able  they  may  be  to  care  for  themselves  independ- 
ently. Furthermore,  the  “time-centeredness”  of  LTC  emphasizes 
the  need  for  a continuity  of  care,  which  many  caring  situations  do 
not  provide. 

For  the  caregiver,  usually  a family  member,  the  time  aspects  of 
LTC  imply  a loss  of  control  over  the  manner  in  which  time  is  spent, 
a loss  which  increases  with  the  passage  of  time.  Also,  this  loss 
of  control  is  matched  by  the  increasing  costs  of  care  to  the  family 
with  the  passage  of  time.  Earning  opportunities  which  should 
expand  with  experience  may  be  reduced  or  eliminated  because 
the  need  to  provide  care  prevents  continuity  of  work.  Alternatively, 
the  cost  of  care  provided  at  home  or  in  a nursing  home  may  rise 
over  time  because  the  patient’s  condition  deteriorates. 

Although  some  studies  have  shown  that  the  average  weekly 
allocation  of  time  to  the  care  of  adults  in  the  family  can  be  measured 
in  minutes,  the  impact  of  such  time  can  be  considerable.  Much  more 
research,  however,  is  needed  in  this  area  (Szalai  et  at,  1972;  Robin- 
son, 1977). 

To  the  health/social  care  professionals,  the  passage  of  time  may 
imply  different  relationships  with  care  receivers,  as  medical,  mental 
or  psycho-social  conditions  change. 

Time  as  an  Input  and  an  Output 

Time  is  additionally  an  element  on  both  the  input  and  output 
sides  of  the  LTC  process.  Both  of  these  aspects  of  time  are  im- 
portant to  analyze  LTC  and  develop  appropriate  policy  responses. 

First,  time  serves  as  input  to  the  caring  process.  Many  of  the 
diseases  and  conditions  leading  to  the  disabilities  that  create  a 
need  for  LTC  are  chronic  and/or  degenerative.  Even  for  those 
conditions  amenable  to  “cure”  (for  example,  cerebrovascular  acci- 
dents, certain  cancers,  traumas),  time  is  an  input  in  the  curing 
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process.  Necessary  medical  procedures  may  be  time-consuming 
or  demand  lengthy  recovery  periods,  as  with  strokes.  Rehabilita- 
tion requires  time,  as  in  recovery  from  hip  fractures.  In  those  situ- 
ations where  a cure  is  not  foreseen,  maintaining  a given  functional 
level  or  slowing  the  rate  of  deterioration  again  usually  occurs  over 
long  periods  of  time. 

Time  also  figures  as  an  output  of  LTC  activities,  since  adequate 
support  can  lengthen  life  for  the  dependent  person.  Also,  appro- 
priate LTC  may  enhance  the  quality  of  life;  thus  time  (added  years 
to  be  productive  or  enjoy  life)  as  an  output  is  a key  “product”  of 
the  caring  process. 

These  roles  for  time  in  LTC  contrast  to  the  roles  of  time  in  acute 
medical  processes.  While  additional  (high  quality)  time  usually 
is  sought  as  an  outcome  of  acute  procedures,  the  ongoing  nature 
of  care,  which  is  central  to  LTC,  is  lacking.  This  suggests  that 
models  of  care  appropriate  to  the  acute  and  medical  setting  are 
not  very  suitable  in  LTC. 

Time  and  Changes  in  Requirements 

The  requirement  for  long-term  care  is  not  static,  either  for  a given 
individual  or  for  the  society.  For  some  people,  the  need  is  clearly 
defined  and  emerges  from  a medical  crisis  such  as  a stroke,  auto- 
mobile accident,  or  nervous  breakdown.  In  many  instances,  care 
is  needed  for  a long  time,  yet  there  may  be  a predictable  end  point 
when  individuals  return  to  a normal  level  of  functioning  and  ability 
to  care  for  themselves.  In  other  cases,  the  need  for  care  ends 
when  the  person  dies,  also  at  some  more  or  less  predictable  point. 
For  others,  the  need  for  long-term  support  may  continue  for  an 
indefinite  time.  For  them,  LTC  need  may  reflect  aging,  possibly  the 
onset  of  disabling  disease,  and  increasing  frailty  as  they  become 
“frail  elderly;”  thus  the  passage  of  time  brings  the  need  for  more 
care.  In  these  last  cases,  the  goal  of  a support  system  is  to  provide 
some  form  of  maintenance,  usually  under  the  assumption  that  func- 
tional capacity  will  continue  to  deteriorate  or  cannot  be  significantly 
enhanced,  either  because  of  the  severity  of  medical  or  psycho-social 
condition  or  because  of  aging  processes. 

It  must  be  emphasized,  however,  that  a gray  area  exists  in  which 
dependent  individuals  may  be  raised  to  higher  levels  of  functional 
capability  through  service  and  rehabilitation  programs  which  allow 
them  a less  restricted  life  situation  and  which  may  remove  the 
need  for  many  elements  in  a complex  support  system  (heavy  nurs- 
ing care,  for  example).  Conversely,  many  individuals  given  LTC 
continue  to  deteriorate  over  time  in  their  ability  to  function,  though 
more  slowly  than  without  care.  Therefore,  any  consideration  of  the 
LTC  problem  has  to  recognize  the  potential  of  time-related  rehabili- 
tation for  reducing  the  magnitude  of  needed  LTC  supports.  Out- 
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comes  may  be  uncertain,  however,  and  large  expenditures  for 
rehabilitation  and  care  may  yield  few  results.  Further  research  is 
needed  on  the  personal  and  technical  links  between  outcomes  and 
volumes  and  types  of  resources  employed  in  LTC. 

Society’s  overall  need  for  long-term  care  also  changes  over  time 
because  of  shifts  in  the  age  structure,  disability  incidence,  and 
social  needs  of  the  population.  Wars  increase  LTC  needs  because 
of  major  disabling  injuries.  The  mean  age  of  the  population  in- 
creases because  of  a falling  birth  rate.  Changes  in  social  mores 
and  environmental  conditions  (for  example,  the  increase  in  divorce, 
better  diet,  etc.)  reduce  or  enhance  vulnerability  to  certain  medical 
and  psychological  difficulties.  Obviously,  we  must  consider  the 
nature  and  effect  on  services  of  these  potential  changes  in  needs. 
We  must  also  recognize  that  they  will  be  affected  by  seemingly 
unrelated  social  policies.  For  example,  more  stringent  environ- 
mental protection  policies  may  reduce  the  incidence  of  many  im- 
pairments, such  as  emphysema,  while  shifts  in  energy  policy 
possibly  increase  the  appearance  of  others,  such  as  certain  forms 
of  cancer. 

The  Need  for  a Systemic  View 

Both  the  definition  of  LTC  and  the  role  of  time  in  LTC  indicate 
that  a systemic  view  of  long-term  care  is  more  appropriate  than 
perspectives  based  on  single  outcomes  or  outputs.  More  impor- 
tantly, LTC  dependency  requires  a complex  set  of  related  services 
affecting  users,  families,  and  the  community.  Many  types  of  pro- 
fessionals provide  these  services;  many  financial  sources  contribute 
to  them,  and  many  agencies  administer  them.  In  addition,  current 
concerns  with  costs  and  alleged  excessive  institutionalization  have 
prompted  proposals  for  more  comprehensive,  often  community- 
based,  structures  for  care.  These  structures  necessarily  must  func- 
tion within  a system  of  care  if  they  are  to  be  effective.  Given  these 
systemic  imperatives,  the  following  questions  are  appropriate: 

• What  are  the  ingredients  of  an  LTC  system? 

• How  much  of  an  LTC  system  do  we  now  have? 

• What  changes  must  be  made  to  create  a satisfactory  LTC 
system? 

• What  policies  are  needed,  especially  at  the  Federal  level,  to 
help  create  the  desired  LTC  system(s)? 

LTC:  Many  Inputs,  Many  Outputs 

It  is  a commonplace  that  the  goals  of  LTC  for  an  individual  or 
a group  are  not  simple  nor,  usually,  readily  identifiable.  In  the 
first  place,  those  needing  LTC  are  functionally  limited  because  of 
chronic  conditions,  several  of  which  occur  simultaneously,  fre- 
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quently  reinforcing  one  another.  Because  of  the  demographic  and 
epidemiological  dynamics  discussed  in  subsequent  chapters,  major 
causes  of  death  are  no  longer  acute,  infectious  illnesses  but  rather 
chronic,  disabling  conditions,  often  degenerative  in  their  effects. 
As  Stanley  Brody  points  out  (1980),  health  planners,  policymakers, 
and  analysts  must  now  be  concerned  with  morbidity  and  disability 
rather  than  mortality.  Unfortunately,  our  policy  responses  and  private 
attitudes  have  not  adjusted  adequately  to  this  reality.4 

As  shown  by  the  list  in  Figure  l-A-3  (taken  from  Brody,  1979), 
the  range  and  number  of  needed  supports  can  be  formidable.  Calla- 
han (1980)  also  cites  a long  list,  70  in  all,  which  he  breaks  down 
into  a)  intramural,  b)  intermediate,  and  c)  extramural.  (See  Fig- 
ure l-A-4.)  He  boils  the  unwieldy  plethora  down  to  15  essential 
categories:  case  management,  meals  on  wheels,  home  health  aide, 
homemaker  assistance,  physical  therapy,  physical  protection,  skilled 
nursing,  telephone  assurance,  checking,  transportation,  living  super- 
vision, information  and  referral,  emergency  medical  service,  mental 
health  services,  and  nursing  home  residential  care. 

As  Brody  and  Messinger  state  (1979),  the  elderly  user  of  these 
services  can  be  a patient,  client,  resident,  beneficiary,  recipient, 
inmate,  applicant,  or  consumer,  depending  on  the  type  of  service, 
the  nature  of  the  provider,  the  setting  for  delivery,  or  the  source  of 
payment.  It  is  also  clear  from  the  structure  of  both  of  these  lists 
that  many  dependent  elderly  need  more  than  one  service,  orches- 
trated in  a systematic  manner,  and  provided  in  a true  system  of 
integrated  provision.  Only  in  a systemic  framework,  as  both  Brody 
and  Callahan  assert,  can  these  LTC  services  be  made  available, 
adequate,  and  affordable  in  a comprehensive,  continuous,  and 
coordinated  structure  (Callahan,  1980). 

Settings  and  Services 

In  considering  the  wide  range  of  services  and  the  many  sites  for 
provision  of  care,  it  is  clear  that  service  and  setting  must  be  jointly 
analyzed.  Unfortunately,  these  aspects  are  too  infrequently  com- 
bined for  analysis.  For  example,  Brody  and  Woodfin  (1979),  in  their 
analysis  of  42  health  systems  agency  plans  (executed  under  the 
National  Health  Planning  and  Resources  Development  Act  of  1974), 
found  that  few  planners  had  considered  services  across  a variety 
of  settings.  Rather,  they  had  looked  at  each  setting  independently 
or  they  had  considered  a given  service,  nursing,  for  example,  in  a 
variety  of  settings  without  any  distinctions  as  to  the  different  roles 
of  nursing  in  the  different  settings. 


4 As  Brody  observes,  this  perspective  has  been  offered  by  a number  of 
reports  on  aging  and  long-term  care. 
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Figure  1-1  illustrates  one  approach  to  the  interaction  of  services 
and  settings.  From  this  matrix,  it  appears  that  certain  services  may 
be  inherent  in  a setting,  but  that  others  may  not  naturally,  or  appro- 
priately, be  placed  there  (DiFederico,  Scanlon,  and  Stassen,  1979). 
For  example,  totally  independent  housing  is  naturally  a setting  for 
shelter.  Other  services  may  be  provided  in  the  home,  but  these 
would  usually  result  from  an  external  contractual  relationship  or 
intervention  by  third  parties,  often  family  members  living  elsewhere. 
The  Urban  Institute’s  matrix  also  allows  analysts  and  planners  to 
identify  those  services  which  may  have  to  be  introduced  into  a 
setting  to  provide  a given  type,  level,  and  quality  of  care.  The 
matrix  also  facilitates  distinguishing  the  type  of  service  appropriate 
to  a given  setting,  for  example,  the  kinds  of  skilled  nursing  required 
as  one  moves  from  a hospital  to  a nursing  home.  (It  should  be  noted 
that  we  have  added  the  acute  general  hospital  to  the  Urban  Institute 
list  of  settings.) 

The  Urban  Institute  type  of  services/settings  matrix  can  be 
usefully  juxtaposed  to  a Veterans  Administration  matrix  which  re- 
lates disability  level  to  placement  alternatives.5  (See  Figure  1-2.) 
Given  the  proper  placement  (setting),  perhaps  determined  by  the 
VA-type  matrix,  analysts  and  planners  can  then  identify  the  types 
of  services  “naturally”  occurring  in  the  setting  and  move  on  to 
identify  those  services  which  may  have  to  be  added  to  support  a 
given  type  of  patient.  It  may  be  that  multiple  placements  are  appro- 
priate or  that  a philosophy  of  care  dictates  a choice  of  a home 
setting  when  an  institutional  environment  may  be  technically  indi- 
cated. If  so,  the  nature  of  the  additional  services  required  in  the 
home  to  serve  a given  patient  may  be  determined  by  comparing  the 
naturally  occurring  services  with  those  suggested  by  the  placement 
matrix. 

The  next  step  would  be  to  determine  the  amount  of  each  type  of 
service  needed  for  each  condition.  Ideally,  such  calculations  could 
be  aggregated  over  categories  of  vulnerable  individuals.  Numbers 
of  people  in  these  categories  could  be  determined  by  demographic 
and  epidemiological  techniques.  This  type  of  calculation  might  be 
effectively  accomplished  with  operations  research  techniques. 

Public  Policy  and  the  Lack  of  System 

At  present,  it  is  arguable  that  there  is  no  system  of  LTC  provision 
in  the  United  States.  Although  many  LTC  elements  and  structures 
exist,  the  various  parts  are  not  linked  together  in  any  systemic 
(or  systematic)  fashion,  even  at  the  State  level.  Most  analysts  of 
LTC  in  this  country  are  alarmed  at  the  rapidly  rising  costs  of 


5 See  Brody  and  Messinger  (1979)  for  a discussion  of  the  VA  model. 
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and  Services  Inherent  In  Each  Setting 


Housing  Settings 

Shelter 

Monitoring 

Meal  Preparation 

Housekeeping  and  Chore  Services 

Shopping  Errands 

Personal  Care  Intermittent 

I 

1 

1 

1 

I 

! 

I 

1 

! 

1 

8 

24-Hour  Skilled  Nursing 

1 

1 

1 

8 

I 

General  Hospital 

X 

X 

X 

X 

x 

X 

X 

X 

x 

X 

x 

Nursing  Homes 

• Skilled  Nursing 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

• Intermediate  Care 

X 

X 

X 

x 

x 

X 

x 

X 

X 

Personal  Care  and  Other  Homes 

• Personal  Care 

X 

X 

x 

X 

X 

X 

• Domiciliary  Care 

X 

X 

X 

x 

x 

Caretaker  Environment 

• Foster  Home 

X 

X 

X 

X 

X 

• With  Relatives 

X 

X 

X 

x 

x 

Congregate  Housing 

X 

X 

X 

Independent  Housing 

• Self  and  Spouse 

X 

• Self 

X 

1 

Note:  The  General  Hospital  setting  has  been  inserted  in  the  original  matrix. 

Key:  X = Service  inherent  in  a setting. 

Blank  = Service  not  inherent  but  may  be  contracted. 

Source:  DiFederico,  Elaine  eta!.,  Long-Term  Care,  Current  Experience  and  a Framework  for  Analysis,  Urban  Institute,  February  1979,  p.  56. 
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Long-Term  Care  System  Input-Output  Overview 
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Source:  Callahan,  James  J.  Jr.,  “The  Organization  of  the  Long  Term  Care  System  and  the  Potential  for  a Single 
Agency  Option,"  Discussion  Paper  DP-16b,  Brandeis  University,  University  Health  Policy  Consortium, 
February  1979 


nursing  home  and  hospital  provision;  yet,  although  the  common 
call  is  for  community-based  systems  of  care,  they  do  not  exist  in  a 
systemic  sense. 

These  concerns  about  the  lack  of  an  LTC  system  reflect  partial 
misconceptions  about  the  various  elements  which  could  form  such 
a system.  Specifically,  many  observers  believe  that  the  relation- 
ship among  modes  of  LTC  is  uniformly  one  of  substitutability. 
Actually,  it  is  better  to  think  of  the  various  types  of  care  as  forming 
a spectrum,  in  which  services  and  settings  may  be  complements 
as  well  as  substitutes.  One  should  consider  nursing  homes,  for 
example,  as  sites  of  service  in  which  skilled  nursing  care  must  be 
provided  when  the  home  environment  can  no  longer  stand  the 
stress  of  such  provision  or  when  acute  hospital  interventions  are 
not  needed.  In  this  large  sense,  it  is  necessary  to  conceive  of 
modes  of  provision  which  together  form  a system  of  care.  The 
appropriate  sites  for  users  would  depend  on  personal,  social,  and 
health  status  circumstances.  Obviously,  the  position  of  an  individ- 
ual and  the  associated  appropriate  service  setting  must  change  as 
the  determinants  of  dependency  change.  These  larger  systemic 
aspects  of  LTC  will  be  discussed  further  in  Chapter  VII  on  alterna- 
tives, but  it  is  necessary  to  raise  them  here  as  well. 

Unfortunately,  current  public  policy  seems  to  fragment,  rather 
than  build,  an  LTC  system.  To  the  extent  that  policy  fosters  sys- 
temic development,  that  development  is  highly  biased  toward 
institutions.  Evidence  for  these  assertions  can  be  found  in  the 
very  small  expenditures  of  both  Medicare  and  Medicaid  on  non- 
institutional  medical  and  health  care  and  social  services.  Indeed, 
as  Stanley  Brody  emphasizes  (1980),  the  pattern  of  Federal  LTC 
programs  (to  the  extent  that  they  exist)  suffers  from  an  artificial 
dichotomy  between  health  and  social  services,  much  to  the  dis- 
advantage of  the  latter. 

This  split  thinking  hinders  the  development  of  a system  of  pro- 
vision featuring  the  necessary  combination  of  services.  It  also 
heavily  influences  thinking  at  the  State  level  which  necessarily 
follows  the  Federal  lead  because  of  the  dominant  Federal  role  in 
financing  all  programs  (Brody  and  Woodfin,  1979).  Furthermore, 
the  heavy  medical/institutional  bias  subverts  the  emergence  of 
support  structures  which  could  help  families  maintain  their  de- 
pendent elders  in  the  community.  In  fact,  it  may  hasten  institutionali- 
zation. Placing  older  relatives  in  nursing  homes  can  be  cheaper  and 
easier  than  trying  to  maintain  them  at  home,  either  because  com- 
munity-based services  are  unavailable  or  because  the  means  tests 
determining  eligibility  for  institutionalization  are  less  stringent  than 
those  conferring  a right  to  home,  or  other  non-institutional,  care. 
Frequently,  both  situations  hold;  nursing  homes  are  used  because 
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they  appear  relatively  cheap  (to  the  user)  and  seem  more  readily 
available  than  non-institutional  services. 

The  extent  of  Federal  skewing  of  LTC  provision  is  shown  by  the 
rules  governing  eligibility  and  sources  of  support  under  different 
Federal  health  and  social  services  programs:  Titles  XVIII,  XIX, 
and  XX  of  the  Social  Security  Act  and  Title  III  of  the  Older  Ameri- 
cans Act.  For  example,  homemaker  services  are  most  heavily 
financed  under  Title  XX  but  in  most  cases  only  for  those  persons 
with  incomes  at  or  below  80  percent  of  the  State  median.  Home 
health  care  is  supported  under  Medicare  (XVIII)  and  Medicaid  (XIX) 
only  if  prescribed  by  a physician,  and  then  often  only  to  the  home- 
bound.  Adult  day  care  services  can  be  provided  as  a set  of  indi- 
vidual, medically-related  services  under  Medicaid  and  as  a set  of 
social  services  under  Title  XX.  Again,  as  noted  by  Stanley  Brody 
(1980),  what  results  is  a multi-tiered  patchwork  of  programs,  which 
appears  even  more  motley  when  Title  III,  Community  Mental  Health 
Centers,  and  the  Veterans  Administration  efforts  are  included. 
Ironically  the  approach  to  systemic  care  may  lie  in  the  programs  of 
the  VA,  which  may  soon  have  to  support  a majority  of  elderly  males, 
veterans  of  World  War  II,  Korea,  and  Vietnam. 

Many  local  and  State  initiatives  are  aggravating  the  lack  of  LTC 
systems.  For  example,  under  the  1974  act,  as  noted,  most  heajth 
systems  agencies  developed  health  services  plans  which  are  heavily 
institutional  in  nature,  largely  because  incentives  under  the  Act 
stress  cost  containment  and  institutional  development  (Brody  and 
Woodfin,  1979).  Although  the  Act  emphasizes  LTC,  this  mandate  has 
been  applied  to  the  nursing  home  rather  than  the  creation  of  a multi- 
faceted system  of  LTC.  This  focus  reinforces  the  current  assumption 
that  LTC  equals  medical  (institutional)  care. 

What  Should  the  LTC  System  Be  and  Do? 

Conceptualizing  and  then  developing  a systemic  approach  to 
LTC  demands  specification  of  system  goals.  Initially,  this  requires 
designation  of  the  target  population.  The  following  groups  appear 
to  be  the  main  candidates  for  LTC:  the  developmentally  disabled 
(including  the  mentally  retarded);  those  suffering  from  disabling 
physical,  mental,  or  emotional  trauma;  and  the  frail  elderly,  mainly 
people  75  and  older.  For  these  people,  the  care  should  enhance 
their  capacity  to  adapt  to  age  and/or  disease  through  prevention, 
modification,  or  maintenance  of  condition  and  ADL  capabilities. 
Alternatively,  it  might  ensure  functional  maintenance  or  enhance- 
ment in  the  least  restrictive  environment  (Callahan,  1979).  To 
produce  these  outcomes,  a number  of  services  and  settings  must 
be  provided:  adequate,  supervised  residential  facilities;  special 
services  for  the  homebound  (transportation,  meals,  personal  care); 
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institutional  skilled  nursing  and  medical  care;  and  compassionate 
terminal  care. 

Given  the  key  role  of  the  family  in  LTC,  meeting  these  require- 
ments can  be  linked  to  the  need  to  help  those  families  which  seek 
to  support  their  elders  in  a “normal”  community  setting  and  to 
provide  high  quality  institutional  and  congregate  care  as  needed 
when  families  cannot  cope. 

Goals  and  Objectives  for  Long-Term  Care 

To  analyze  provision  of  long-term  care,  one  must  relate  the 
requirements  for  support  of  LTC  to  the  goals  and  objectives  of 
those  needing  care,  to  their  families’  goals,  to  policy  goals,  and  to 
society’s  goals  (which  may  not  be  the  same  as  policy  goals). 

These  goals  and  objectives  of  LTC  should  be  clearly  stated  and 
understood.  Otherwise,  individuals,  families,  communities,  and  the 
overall  society  will  not  know  what  they  wish  to  achieve,  will  have 
no  way  of  knowing  whether  they  have  made  any  progress,  and 
will  have  no  way  of  comparing  alternatives  among  care  modes. 
Without  explicitly  stated  goals,  analysis  of  LTC  is  impossible. 

Individual  and  Family  Goals 

Some  dependent  individuals  seek  full  restoration  of  function, 
others,  the  reduction  of  dependency  (however  defined),  and  still 
others,  the  reduction  of  pain  and  the  restoration  of  some  human 
dignity.  These  goals,  of  course,  are  not  mutually  exclusive.  What- 
ever the  nature  of  individual  objectives,  they  are  obviously  influenced 
by  the  sources  of  disability  and  associated  physical  and  psycho- 
logical outcomes  and  by  the  norms  of  their  communities. 

If  adequate  income  were  always  available,  if  reliable  information 
were  present,  and  if  competent  sources  of  care  were  accessible, 
dependent  individuals  and  their  families  could  buy  their  care  in  the 
market.  Without  formal  community  or  governmental  support,  how- 
ever, dependents  and  their  families,  friends,  and  communities  would 
have  to  rely  on  their  own  internal  strengths  and  available  income  as 
they  sought  care  and  support.  In  that  type  of  environment,  the  market 
can  provide  a set  of  outcomes  for  individuals  and  the  community 
which  will  usually  reflect  the  interaction  of  basic  demand  and  supply 
conditions  for  long-term  care  services.  Unless  there  are  some 
externalities,  or  some  continuing  structural  or  economic  reasons  for 
the  needed  supply  not  to  emerge  in  the  marketplace,  those  with  the 
information  and  money  will  be  able  to  get  the  services  they  require 
at  prices  they  are  willing  to  pay.  Of  course,  much  the  same  can  be 
said  about  any  type  of  service.6 

6 In  economic  terms,  an  externality  arises  when  one  person’s  consump- 
tion or  production  of  a given  good  affects  another  person’s  satisfaction  or 
capacity  to  produce.  Externalities  may  be  positive  or  negative.  Pollution 
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These  ideal  conditions  do  not  always  exist,  however,  and  the  com- 
munity, the  government,  or  some  other  collective  agency  may  feel 
obliged  to  enter  the  LTC  picture,  either  to  provide  the  care  itself  or 
the  financial  support  for  its  purchase  and  use.  Society  long  ago 
decided  that  some  market  solutions,  often  involving  much  private 
agony,  are  uncivilized  and,  therefore,  unacceptable. 

Government  Goals,  Policy  Goals,  and  Public  Provisions 

The  perceived  unacceptability  of  market  solutions  and  the  unwill- 
ingness of  the  community  to  allow  certain  needs  to  go  unmet  have 
led  to  the  creation  of  formal  systems  of  provision  by  the  community 
and  society.  Some  of  these  systems  directly  provide  service,  others 
finance  it,  and  still  others  offer  information  and  direction.  Some 
handle  more  than  one  of  these  functions. 

Individual  need  does  not,  by  itself,  justify  a system  of  govern- 
mentally  provided  or  financed  long-term  care.  Making  the  provision 
of  care  a political  matter  and  an  object  of  public  policy  must  rest 
on  some  assumptions  about  the  prevalence  of  the  need,  the  priority 
accorded  to  meeting  LTC  need,  the  political  power  of  the  needy 
and  their  relatives,  humanitarian  considerations,  and  the  presumed 
incapacity  of  the  needy  to  provide  care  for  themselves,  either 
because  of  their  inadequate  incomes  or  because  of  other  constraints 
on  access  to  care.  (Such  constraints  may  derive  from  conditions  of 
market  failure,  but  they  may  also  reflect  the  public’s  preferences  for 
other  forms  of  consumption.* * * * * * 7  These  preferences,  of  course,  may 
underlie  the  reasons  for  inadequacy  of  income  among  the  needy, 
that  is,  society  has  opted  for  a given  type  of  income  distribution.)  We 
must  also  acknowledge  that  governmental  provision  of  support  may 
be  considered  a good  thing  in  and  of  itself,  a so-called  merit  good, 


is  a good  example  of  a negative  externality:  my  paper  mill  produces  smells 

and  pollutants  which  affect  your  nose  and  lungs  even  though  you  do  not 

buy  my  paper  or  sell  me  any  of  the  inputs  I use  in  producing  it.  In  LTC, 

a positive  externality  might  arise  when  I build  a ramp  to  allow  my  wheel- 

chair to  get  over  the  curb  and  it  permits  other  wheelchair  users  to  get  over 

the  curb  as  well,  at  no  cost  to  them. 

7 Market  failures  occur  when  private  and  social  (marginal)  valuations 
(benefits)  and/or  costs  are  not  equal.  In  such  cases,  markets  may  fail  to 
reflect  all  cost  and  benefit  elements  which  should  be  part  of  the  decision 
to  produce  or  not  produce.  The  failure  of  the  market  to  lead  to  the  produc- 
tion and  sale  of  automobile  exhaust  devices  because  neither  producers  nor 
buyers  want  to  pay  for  such  devices  might  be  a case  of  market  failure,  if 
exhaust  devices  are  a good  thing  to  have  on  other  grounds  (health  reasons, 
for  example).  In  LTC,  market  failure  might  occur  if  there  is  agreement  that 
a system  of  home  care  might  be  desirable  from  a social  standpoint,  yet 
consumers  will  not  (or  cannot)  pay  for  home  care,  while  potential  providers 
cannot  (or  will  not)  provide  it  either.  In  such  situations,  the  government  may 
step  in  to  provide.  These  circumstances  are  discussed  in  the  following 
sections  on  needs,  wants,  demands,  and  supplies. 
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like  clean  air  or  unpolluted  water  to  the  environmentalist.  In  general, 
political  justifications  for  governmental  support  for  long-term  care 
usually  rest  on  the  inadequacy-of-income  and  merit-good  arguments. 

While  being  sensitive  to  the  multiplicity  of  private  choices,  gov- 
ernment goals  in  providing  services  necessarily  have  a more  con- 
stricted range  of  objectives,  if  only  for  administrative  simplicity. 
Often  governmental  objectives  do  not  arise  from  the  specifics  of  the 
problem  area  but  from  other  considerations.  They  can  be  political, 
as  in  the  desire  to  fulfill  a given  administrative  objective  or  to  make 
provision  at  the  least  cost  to  the  public  treasury.  To  the  extent  that 
governments  pursue  these  other,  often  narrow  objectives,  govern- 
mental or  policy  goals  may  differ  from  societal  goals  which  might 
emphasize  quality  of  life. 

If  government  is  to  exert  significant  policy  influence  as  provider, 
financier,  standard  setter,  and/or  information  disseminator,  the 
purposes  of  intervention  should  be  identified  specifically  for  LTC. 

Particular  government  objectives  in  long-term  care  might  include 
the  following: 

• maintenance  of  life  in  a custodial  environment 

• restoration  of  maximum  possible  functional  capacity 

• restoration  of  functional  ability  in  the  least  restrictive  environ- 
ment 

• alleviation  of  acute  medical  distress  followed  by  rapid  return  to 
the  community  when  the  individual  is  out  of  danger 

• minimization  of  recurrence  of  the  disabling  condition 

• reduction  of  dependency  of  the  vulnerable  population  and 
subsequent  reduction  of  costs 

• minimization  of  administrative  and  legislative  inconvenience  and 
complexity 

• creation  of  a system  of  provision  where  one  does  not  now  exist. 

William  Weissert  (1979)  has  offered  a policy  statement  about  long- 
term care  which  succinctly  combines  many  of  these  goals  and  also 
recognizes  the  multi-sided  nature  of  the  problem,  while  trying  to 
stay  within  the  realms  of  practicality.  He  says: 

Ideally,  a long-term  care  system  would  provide  the  most  cost- 

effective  care  of  the  right  level,  at  the  right  time,  in  the  right 

setting,  and  at  the  maximum  quality  achievable  within  the  state 

of  the  art  (1979,  p.  106). 

His  specification  of  the  policy  objective  lets  us  develop  a number 
of  questions  addressed  to  the  existing  policy  framework,  to  the 
nature  of  the  long-term  care  “system”  (if  one  indeed  exists),  and  to 
the  body  of  analysis  on  long-term  care. 
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Setting  Standards  Consistent  With  Goals 

Having  thus  stated  the  goals  and  objectives  of  the  long-term  care 
system,  we  should  establish  criteria  for  the  system  that  actually 
delivers  the  care.  Brody  and  others  argue  that  such  a set  of  services 
should  include  all  segments  in  the  community  as  parts  of  an  overall 
LTC  system.  The  system  should  feature  easy  access  for  dependent 
people  and  their  families,  and  it  should  leave  individuals  in  their 
“natural”  context  as  much  and  as  long  as  possible,  recognizing  that 
families  are  the  most  common  support  institutions.  Medical  services, 
nursing  care,  health-related  social  services,  residency  programs, 
income  maintenance  programs,  transportation,  legal  services,  etc. 
should  all  be  linked.  Special  programs  for  the  specially  disabled 
should  also  be  provided.  In  all,  the  structure  of  the  system  should 
ensure  continuity,  accessibility,  accountability,  and  affordability. 

Such  a system  obviously  must  be  managed  to  ensure  provision  of 
the  right  service,  in  the  right  place,  at  the  right  time,  in  an  ongoing 
manner.  Housing  programs,  the  educational  system,  and  vocational 
rehabilitation  services  must  all  cooperate  with  the  health/social 
systems  to  ensure  attainment  of  LTC  system  goals.  This  coordina- 
tion, too,  requires  management.  Just  what  the  management  structure 
should  be  is  still  a matter  of  debate.  Some  observers  favor  a single 
monitoring  system  to  provide  services  on  a catchment  area  basis. 
Other  analysts  favor  a more  centralized  system  for  both  provision 
and  monitoring,  while  still  others  favor  even  more  decentralization 
than  Brody  does.  In  short,  this  issue  is  still  open  for  analysis  and 
judgment.  In  any  event,  the  functions  of  the  managerial  structure 
should  permit  the  following  administrative  and  organizational  activi- 
ties: reference  and  referral,  assessment  and  reassessment,  monitor- 
ing of  use,  client  advocacy,  maximization  of  available  financial 
resources,  coordination  of  timing  of  services,  reporting  of  gaps  in 
services,  creation  of  cooperative  agreements,  purchasing  of  services, 
and  case  finding.  How  to  ensure  the  appropriate  combining  of  these 
services  and  their  management  in  a system  still  remains  an  open 
question. 

An  LTC  Systems  Model 

James  Callahan  (1979)  has  developed  a model  which  addresses  the 
nature  of  systems  functions  to  be  provided  as  well  as  the  proper 
relation  of  those  functions  to  each  other.  Although  his  analysis 
directly  aims  at  the  development  of  a community-based,  non- 
institutional  system  for  delivering  LTC  services  to  people  with  LTC 
needs,  his  concepts  are  applicable  across  a wide  range  of  possible 
service  and  setting  configurations. 

Callahan  bases  his  analysis  on  systems  concepts  developed  by 
Churchman,  Sayles  and  Chandler,  and  Parsons  and  Shils.  His  argu- 
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merit  is  essentially  that  LTC  is  characterized  by  two  attributes  noted 
by  Sayles  and  Chandler  in  connection  with  the  NASA  space  program: 
the  collaboration  of  a large  number  of  private  and  public  institutions 
and  an  uncertain  technology.  Unlike  the  space  program,  however, 
LTC  is  not  characterized  by  a single-valued  outcome  (for  example,  a 
moon  landing)  but  rather  has  goals  on  at  least  two  levels. 

The  Callahan  model  involves,  first,  a general  model  of  inputs  (the 
patients  or  clients),  an  LTC  system,  and  a set  of  desired  outcomes. 
Patients  are  described  by  variables  in  Figure  1-3  (to  which  has  been 
added  income,  evidently  a significant  determinant  of  institutionaliza- 
tion and  other  LTC  circumstances).  Outputs  of  the  system  are  shown 
on  the  right-hand  side  of  the  diagram. 

The  functional  aspects  of  the  LTC  system,  which  must  be  per- 
formed if  the  system  is  to  attain  its  objectives,  are  divided  into 
system  management,  operational  management,  and  patient  manage- 
ment, all  shown  in  Figure  l-A-5.  Each  of  these  functions  is  divided 
into  the  specific  activities  shown  in  Figures  l-A-6  through  l-A-8, 
which  show  the  allocation  of  financial  and  organizational  responsi- 
bilities (in  the  national  context)  to  the  Federal,  State,  and  local 
levels  of  government.  Most  of  the  listed  functions  are  self-evident 
and  require  little  explanation  of  their  nature  or  their  appropriate 
levels  of  responsibility.  Specific  items,  however,  require  amplification. 

At  the  system  management  level,  financial  resources  must  be 
provided  from  various  sources  if  the  system  is  to  exist,  let  alone 
serve.  The  planning  function  would  include  comprehensive  (system- 
wide  or  nationwide)  planning,  identification  of  target  population,  and 
cataloguing  of  resources.  System  development  involves  ensuring  an 
adequate  supply  of  resources  and  their  appropriate  development. 
Included  in  system  development  might  be  capital  equipment  and 
structures,  organization  structures,  labor  force  procurement,  etc. 
Control  implies  management  of  activities  which  influence  behavior 
among  actors  in  the  system,  while  evaluation  relates  to  how  the 
overall  system  functions.  Evaluation  might  include  analyses  of  the 
cost-effectiveness  of  alternative  care  modes,  coordination  of  services, 
comprehensiveness  of  services,  and  efficient  operation  of  programs. 
In  one  sense,  these  represent  operational  criteria  for  the  system,  as 
opposed  to  outputs  which  represent  the  outcomes  criteria.  Good 
evaluation  considers  both  sets  of  criteria. 

At  the  operational  management  level,  the  coordination  function 
includes  the  integration  of  services,  especially  at  the  community, 
not  the  case,  level.  Quality  control  refers  to  such  activities  as 
performance  monitoring,  quality  assurance,  etc. 

At  the  patient  level,  one  of  the  most  important  functions  is  entry, 
that  is,  the  mechanisms  by  which  a patient  enters  the  system.  Ideally, 
entry  points  ease  access  to  the  system,  most  desirably  at  the  com- 
munity level.  System  entry  can  be  “open”  in  the  sense  that  no 
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FIGURE  1-2 

VA  Placement  Alternatives 
by  Level  of  Care  Needed 


! Placement  Alternatives  |i 

Intensive 

Hospital  Care 

Ward  Unit  ! 

1 

Extended 
Nursing  Hospital 
Home  Care 

Home 

with 

\ssistance 

Doml- 
Home  ciliary 

Illlllllll 

T 

Level  Disability 

® 

c 

o 

z 

1 

Minimal 

Mild 

Moderate 

Moderately  Severe 

Severe,  Chronic,  Stable 

Severe,  Chronic, 
Unstable 

Acute  or  Diagnostic 

Severe,  Acute 

o 

»-  ev 

. 

co 

w 

CD 

CO 

19 


Source:  Veterans  Administration.  The  Aging  Veteran:  Present  and  Future  Medical  Needs,  October  1 977,  Figure  B-3,  p.  1 2 


formal  requirements  are  posed;  people  may  come  through  on  their 
own,  getting  services  directly  from  a provider  if  they  wish.  Users  of 
closed  entry  systems  would  come  through  a designated  gatekeeper, 
such  as  a physician.  Entry  points,  open  or  closed,  may  be  single  or 
multiple,  and  could  include  institutions  as  well  as  official  agencies. 
Among  the  most  critical  management  functions  at  the  patient  level 
is  needs  assessment,  which  is  a necessary  basis  for  any  plan  of 
care.  Some  needs  assessments  are  functional,  while  others  are 
largely  medical  or,  in  a few  instances,  social. 

When  all  of  the  other  functions  (including  the  provision  of  informa- 
tion) have  been  completed,  the  system  can  begin  to  provide  service. 
Figure  l-A-4  shows  components  of  service  provision  (to  which  we 
add  chiropody  to  ensure  mobility). 

Obviously,  the  Callahan  framework  is  more  of  an  analytical  and 
structural  construct  than  a dynamic,  mathematical,  analytical  model; 
yet  it  illustrates  how  these  key  organizational  elements  fit  together 
to  provide  LTC  services  to  the  target  population. 

A number  of  other  observations  about  this  Callahan  formulation 
are  in  order.  First,  it  is  clear  that  the  systems,  as  Callahan  describes 
them,  draw  on  many  subsystems,  both  conceptually  and  organiza- 
tionally. Second,  although  the  personal  services  subsystem  is 
postulated  as  the  most  important,  it  is  unclear  whether  it  really 
exists  and/or  can  be  brought  into  being.  Third,  if  the  LTC  person  is 
marginal  to  the  concerns  of  health  planners  and  analysts,  to  say 
nothing  of  those  providers  conventionally  (or  politically)  judged  to 
be  most  important  in  the  system  (physicians,  nurses,  home  health 
providers),  how  can  the  various  needed  systems  be  brought  into 
being?  Fourth,  if  LTC  systems  must  operate  in  the  community,  how 
can  local  parochialisms  and  territorial  jealousies  be  overcome  to 
permit  the  necessary  coordination  and  integration  of  services? 

To  meet  the  last  problem,  Federal  authorities  might  conceivably 
establish  an  alternative  system,  competitive  with  existing  local  struc- 
tures and  following  the  VA  model,  but  this  would  be,  in  Callahan’s 
view,  hard  to  accomplish  (Callahan,  1980).  Modification  of  behavior, 
on  the  other  hand,  is  very  hard  to  attain  at  the  local  level  because 
of  Federal  and  State  constraints  and  exogenous  environmental 
factors.  (See  the  list  in  Figure  1-4.) 

Although  he  provides  no  formulae  for  engineering  changes  at  the 
local  level,  Callahan  cites  some  potential  sources  of  alteration  which 
may  shift  the  elements  of  provision  in  a desirable,  systemic  direction. 
(See  Figure  l-A-9.)  Among  them  are  increases  in  the  numbers  of  the 
elderly  and  disabled,  increases  in  the  number  of  service  profes- 
sionals, emergence  of  a professional  dynamic,  which  uses  the  energy 
of  competing  professional  groups  to  generate  changes,  and  the 
interactions  of  client  groups  and  professionals  which  may  raise  client 
consciousness.  Although  these  factors  may  produce  change,  there 
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is  no  assurance  that  the  changes  will  be  desirable.  For  example, 
the  actions  of  professional  groups  may  be  self-serving  and  self- 
protective  as  well  as  ameliorative,  while  the  actions  of  enlarged  and 
politicized  client  groups  may  exclude  the  rights  or  entitlements 
of  others. 

Economic  Theory  and  LTC:  A Micro-Focus  and  a 
Macro-Focus 

Economic  theory  conventionally  analyzes  the  behavior  of  individual 
consuming  units  in  terms  of  their  want  satisfaction  and  of  the  impact 
of  scarcity  and  constraint  on  the  ability  to  attain  goals.  The  deter- 
minants of  consumers’  behavior  are  prices,  consumer  resources,  and 
consumer  preferences  or  tastes.  The  last  reflect  the  objectives  of 
consumers  in  defining  their  patterns  of  consumption  and  in  choosing 
to  consume  (or  not)  given  amounts  of  a particular  good  or  service  at 
differing  prices  and  incomes. 

Given  the  previously  discussed  goals  for  LTC,  the  sources  of  serv- 
ice provision  could  be  the  dependent  individual,  his/her  immediate 
or  extended  family,  neighbors,  informal  community  supports,  formal 
community  non-paid  supports,  private  providers  operating  on  a 
profit-making  basis,  or  some  level  of  government.  The  behavior  of 
proprietary  providers  can  be  analyzed  conventionally  by  the  same 
assumptions  and  techniques  related  to  maximizing  goals  or  out- 
comes, subject  to  constraints.  Traditionally,  a profit-maximizing 
assumption  has  applied:  producers  offer  that  amount  of  a given 
commodity  at  prices  which  will  maximize  profits  subject  to  the 
constraints  of  costs  of  production.  Prices  are  set  by  interaction  of 
supply  and  users’  demand,  financed  by  themselves  or  someone  else. 

The  analysis  of  consumers’  and  producers’  behavior  theoretically 
"yields  equilibrium  outcomes  of  output  and  price  reflecting  the  simul- 
taneous effects  of  the  desire  for  commodities  with  the  producers’ 
(and  thus  society’s)  capacities  to  produce  those  commodities. 

Economists  have  for  some  time  analyzed  utilization  of  health  and 
social  services  using  the  conventional  models  of  supply  and  demand. 
For  the  most  part,  these  analyses  have  produced  no  startling  results 
(at  least  to  economists),  but  they  have  not  usually  been  applied  to 
questions  of  LTC  systems  or  of  the  interactions  between  the  micro- 
and  macro-levels  of  behavior.  Analytical  developments  in  health  and 
welfare  economics  have  thus  increasingly  shown  the  need  for  more 
sophisticated  econometric  and  modeling  techniques  and  for  broader 
definitions  of  commodities,  costs,  and  the  utility  functions  of  users, 
providers,  and  governments.  The  need  to  consider  non-profit 
behaviors,  on  the  one  hand,  and  the  need  to  assess  the  effects  of 
government  regulation  and  reimbursement,  on  the  other,  are  exam- 
ples of  these  new  analytical  imperatives. 
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FIGURE  1-4 


Factors  Limiting  Flexibility  of  Local  Human  Service  Managers 

1.  The  workings  of  the  national  economy  as  they  affect  the  resources 
available  to  local  policymakers 

2.  The  deliverage  results  of  national  policy,  such  as  strings  and 
categorical  grants  or  regulatory  policies  requiring  environmental 
impact  statements 

3.  The  inadvertent  effects  of  national  policy  such  as  a support  for 
suburbanization  in  the  tax  structure  which  resulted  from  the 
Highway  Act 

4.  The  role  of  State  government 

5.  The  role  of  public  opinion  and  constraining  local  actors 

6.  The  views  of  outside  political  actors  themselves,  unions,  interest 
groups  and  individual  citizens 

7.  Geography  of  the  city  and  region  (for  example,  the  degree  to  which 
the  city’s  boundaries  incorporate  or  are  separate  from  the 
metropolitan  economy,  allowing  linkage  of  local  dollars  outside 
the  locality  itself  and  in  the  region) 

8.  Demography  since  the  make-up  of  the  city's  populations  con- 
strains its  policy 

9.  The  city’s  own  resources  in  light  of  both  actual  fiscal  strength  and 
its  taxpayers’  perceptions  of  their  tax  burdens 

10.  Time  as  a constraint  on  short-range  policymaking 

11.  Judicial  decisions  as  they  set  the  legal  boundaries  of  local  policy 


Source:  Taken  by  Callahan  (1980)  from  Gardner  Sydney,  "Policy  Space  A 
Sharper  Perspective  on  Local  Decision  Making,"  in  Human  Services  Manage- 
ment: Parameters  for  Research,  Michael  J.  Murphy  and  Thomas  Glynn,  editors, 
Washington,  D.C.:  International  City  Management  Association,  1978,  pp.  19-20 
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Users  and  Providers 

The  LTC  User  As  Demander  and  Provider 

Users  of  LTC  services  most  often  are  the  dependent  individuals 
themselves.  In  some  instances,  however,  family  caregivers  may  need 
LTC  services  to  help  with  the  caring  function  and  to  assist  in  coping 
with  the  stresses  imposed  by  their  obligations  to  the  dependent 
person.  For  example,  the  family  frequently  requires  help  from  social 
workers  or  needs  to  have  homes  modified  to  accommodate  wheel- 
chairs, hospital  beds,  etc.  Services  to  the  dependent  person  range 
from  high-technology,  acute  hospital  interventions  to  help  with 
shopping  or  cooking.  Furthermore,  both  goals  and  perceptions  of 
service  need  may  differ  widely  over  time  for  the  same  individual  and 
may  diverge  greatly  between  two  individuals  with  the  same  dis- 
abilities and  social  circumstances.  For  each  individual,  the  impact 
of  the  prices  of  services  (including  zero  prices),  their  incomes,  and 
their  perceptions  of  their  disabilities  and  the  needs  for  services  will 
be  individually  determined. 

The  essence  of  LTC  vulnerability  and  dependency,  of  course,  is 
that  disabled  individuals  are  not  able  to  care  for  themselves  at  a 
level  consistent  with  standards  of  decency  and  health.  The  core  of 
the  problem  is  that  outside  help  is  essential.  The  question  then  is 
who  the  provider  should  be  and  how  the  provision  should  be  made. 

As  stated  earlier,  with  adequate  information  and  income  vulner- 
able individuals  could  buy  the  services  they  needed.  However,  in 
many  cases  the  vulnerables  are  psychologically,  physically,  or 
emotionally  unable  to  gather  necessary  information  about  their  own 
needs  and  about  available  services  in  the  marketplace  to  make 
informed  choices.  Furthermore,  commercial  providers  may  not  be 
available  to  them  at  affordable  prices. 

In  large  measure,  the  service/support  requirements  perceived  by 
an  individual  will  be  powerfully  conditioned  by  family  situation 
(marital  status,  children,  presence  of  relatives  or  friends)  and  by 
family  income.  Certainly,  an  individual’s  ability  to  cope  with  inca- 
pacities will  depend  on  the  availability  of  help  from  family,  spouse, 
and/or  children.  In  that  context,  family  economic  circumstances 
(income,  assets)  will  influence  purchase  of  health/social  support 
services  at  different  prices.  Because  an  individual  needing  LTC 
will  not  always  be  able  to  decide  on  the  nature  of  his/her  own  needs 
and  on  practicable  means  of  satisfying  them,  families  and  friends 
must  often  make  arrangements  with  providers  or  key  interveners 
such  as  social  workers,  geriatric  nurse  practitioners,  and  physicians. 

Families  as  Demanders  of  LTC 

The  role  of  the  family  members  as  providers  and  determiners  of 
service  needs,  as  finders  of  services,  and  as  brokers  for  their  elderly 
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relatives  in  securing  services  has  been  analyzed  in  a number  of 
research  works  and  is  examined  in  a succeeding  chapter.  None- 
theless, a few  words  on  the  family  role  in  resource  use  are 
needed  here. 

Family  goals  in  seeking  LTC  are  frequently  only  speculative,  but 
making  their  relatives  get  well,  restoring  their  ADL  capacity,  and 
preventing  further  deterioration  are  all  probable  ingredients  in 
family  decisions.  There  must  also  be  some  family  desire  to  reduce 
the  burden  on  themselves,  while  still  preserving  the  bonds  of  affec- 
tion and  devotion  which  are  important  in  family  life.  Family  burdens 
include  not  only  direct  institutional  and/or  home  costs  but  also  some 
very  tangible  dislocations  produced  by  having  a disabled  elderly 
person  in  the  home,  requiring  many  services,  often  of  a most 
personal  nature.  Economic  burdens  include  not  only  the  direct 
costs  of  buying  services  (medicine,  nursing  care,  home  modifica- 
tions, etc.),  but  also  the  incomes  foregone  (time  costs)  by  family 
members  who  may  stay  home  from  work  to  provide  care  and/or 
supervision. 

From  an  economic,  analytical  standpoint,  the  behavior  of  families/ 
friends  in  making  resource  decisions  in  LTC  has  yet  to  be  examined. 
At  this  time,  we  can  only  surmise  that  the  influences  of  prices, 
incomes,  and  preferences  must  all  be  involved  in  the  analysis  of 
family  behavior.  So  also  must  family  perceptions  about  the  physical 
availability  of  services,  as  well  as  the  financial  and  psychological 
supports  evidenced  by  systems  of  third-party  payers.  Although  these 
latter  appear  to  reduce  prices  of  services  (often  to  zero)  to  users, 
their  role  may  well  be  to  provide  an  emotional  cushion  for  the 
dependent  individual  and  for  families/friends  who  have  to  cope  with 
the  need  for  LTC. 

The  Family  as  Provider  of  LTC  and  as  a System  of  Support 

In  light  of  family  structure,  tradition,  etc.,  it  has  often  been 
natural  to  assume  that  families  would  provide  for  their  dependents. 
In  some  cases,  provision  can  be  made  at  home  from  internal 
resources,  but  in  others,  outside  help  is  necessary.  Sophisticated, 
acute-level,  medical  techniques  may  be  essential,  continuing  nurs- 
ing skills  beyond  family  abilities  may  have  to  be  mobilized,  and 
professional  rehabilitation  therapists  may  be  needed.  For  the  vast 
majority  of  long-term  care  needs,  however,  the  required  level  of 
sophistication  is  low;  the  essential  need  is  for  routine  support  with 
the  functions  of  daily  living:  eating,  dressing,  bathing,  and  moving 
about.  It  would  seem  that  these  services  are  within  the  skills  of  the 
average  healthy  family  member,  provided  that  the  individual  has  the 
physical,  psychological,  and  emotional  strength.  More  importantly, 
that  individual  must  also  be  able  to  take  time  from  income-producing 
work  and  other  concerns.  In  many  families,  the  needed  strength  and 
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time  are  not  available,  thus  again  creating  the  requirement  for 
external  intervention,  either  purchased  in  the  market  or  conferred  as 
a gift  or  transfer  from  outside  the  family. 

One  of  the  central  conclusions  derived  from  looking  at  dependent 
people  and  their  need  for  services  is  that  the  family  is  a crucial 
subsystem  in  the  total  system  of  support.  Elaine  and  Stanley  Brody 
(1980)  noted  that  families  provide  the  majority  of  LTC  health  care 
services  and  homemaker  services  to  their  dependent  elders.  The 
GAO  Cleveland  study  (1977)  similarly  found  large  proportions  of 
family  support  under  certain  circumstances.  Such  levels  of  family 
support  should  not  be  surprising,  since  80  percent  of  people  65  and 
older  have  children;  94  percent  of  those  with  children  have  grand- 
children, and  46  percent  are  great-grandparents.  Viewed  from  the 
descendants’  perspective,  25  percent  of  people  50  to  59  years  of 
age  have  surviving  parents,  a proportion  which  will  increase  over  the 
next  20  years. 

These  parent-child  relationships  obviously  work  two  ways:  the 
burden  of  dependency  on  those  individual  families  which  may  be 
obligated  to  care  for  their  elders  will  be  very  high,  since  so  many 
families  will  have  elders  for  at  least  the  next  20  years.  On  the  other 
hand,  from  a social  perspective,  it  is  possible  that  more  caregivers 
may  be  available  in  those  same  years  to  minister  to  the  needs  of 
the  dependent  elderly.  One  crucial  implication  of  these  family 
developments  is  that  the  focus  of  public  policy  should  shift  increas- 
ingly to  helping  family  systems  support  their  elders  through  expanded 
home  services  and/or  outpatient  and  outreach  programs  which 
facilitate  home  maintenance  of  dependent  people  (Brody  and 
Brody,  1980).8 9 

It  is  appropriate  here  to  note  key  aspects  of  the  question  of  family 
support.  First,  families  do  not  appear  to  be  “dumping”  their  elders 
into  the  institutional  care  structure.  Elaine  Brody’s  research  (1979) 
shows  that  families  at  present  will  try  to  cope  with  highly  dependent 
older  relatives  at  home  unless  forced  to  shift  them  to  institutions  by 
medical  stringency,  unmanageable  caring  requirements  (Stanley 
Brody  suggests  that  continual  fecal  incontinence  may  be  a crucial 
condition),  and/or  financial  stringency,  as  Bruce  Vladeck  suggests.0 
Ironically,  Federal  and  State  policy  and  administrative  decisions 
(embedded  in  Medicare/Medicaid  regulations)  may  be  instrumental 
in  forcing  a family  to  institutionalize  a dependent  elder  for  financial 
reasons. 


8 The  implications  of  the  different  parent/child  proportions  for  the  period 
after  the  year  2000  are  not  clear,  not  just  because  of  demographics  but  also 
because  of  rapidly  changing  family  relationships  and  structures. 

9 See  Vladeck  (1980)  on  this  point.  Also,  see  Brody  and  Brody  (1980)  for 
comments  to  the  same  effect. 
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Within  the  family,  it  is  often  the  presence  of  an  adult  daughter, 
married  or  unmarried,  which  is  crucial.  In  some  cases,  a niece  or 
granddaughter  may  substitute,  but  the  attitudes  of  older  parents,  as 
well  as  strong  filial  bonds,  may  skew  the  choice  in  the  daughter’s 
direction,  possibly  at  great  career  costs  to  her.  (This  finding  is  borne 
out  in  the  British  research  of  Peter  Townsend  and  others.)  Again, 
Elaine  Brody,  in  her  cross-generational  studies  of  women’s  attitudes 
toward  caring  for  elderly  family  members,  has  determined  that  many 
daughters  and  granddaughters  believe  that  families  should  care 
for  older,  dependent  family  members  and  express  their  willingness 
to  do  so.  Generational  differences  appear,  however,  in  the  greater 
demands  by  younger  women  for  more  male  help  in  the  caring 
process  and  in  their  greater  willingness  to  accept  formal  public 
support  in  helping  families  to  cope  (Brody,  1979;  Townsend,  1957; 
Isaacs,  1971). 

A number  of  questions  about  crucial  family  support  systems  and 
use  of  resources  remain.  Overall,  the  American  family  is  caught  up 
in  a series  of  massive  social  changes  which  may  subvert  its  ability 
to  cope.  In  the  first  place,  many  elders  have  no  families  or  friends. 
For  these  unattached  people,  the  alternatives  may  be  neglect  or 
high  cost  institutionalization,  unless  some  sort  of  family  surrogate 
can  be  found.  In  the  Scandinavian  countries,  where  a combination 
of  massive  internal  migration  and  a housing  policy  favoring  two- 
bedroom,  nuclear  family  housing  units  left  many  elderly  without 
close  social  support,  the  state  has  had  to  assume  the  role  of 
substitute  family.  The  question  thus  appears  to  be:  Will  public  policy 
in  the  United  States  be  willing  or  able  to  provide  such  substitutes? 

Even  when  the  family  is  intact,  it  may  not  be  available.  Recent 
research  shows  that  most  elderly  with  families  see  family  members 
with  regularity  even  if  they  live  apart;  yet  the  pressures  affecting 
modern  families  may  reduce  even  this  type  of  support.  Rising  divorce 
rates,  smaller  family  sizes  associated  with  the  Depression,  increased 
numbers  of  single-parent  families,  and  the  increased  frequency  of 
non-marital  and/or  childless  cohabitation  may  reduce  the  avail- 
ability of  supportive  family  members  in  the  near  future.  Perhaps  most 
important  is  the  increased  participation  of  women — particularly 
middle-aged  women — in  the  labor  force.  The  women’s  movement, 
expanding  economic  opportunity,  and  inflation-bred  necessity  have 
dramatically  raised  the  proportion  of  married  women,  45  to  64,  now 
in  the  labor  force  to  over  46  percent,  high  by  historical  standards 
(BLS,  1980).  As  a result,  the  “empty  nests,”  which  were  being  filled 
with  older  parents  and  grandparents  after  children  left,  are  increas- 
ingly being  abandoned  by  the  middle-aged  care  givers.  These  dy- 
namic changes  pose  some  major  questions  for  policy  planners  as 
they  seek  means  to  help  families  cope.  Family  surrogates  and  family 
reconstruction  may  be  the  big  issues  for  family  policy,  especially  in 


26 


the  context  of  expanded  home  care  and  related  services.  Such  a 
prospect  emphasizes  the  reality  that  family  policy  and  elder  policy 
must  work  together  (Brody  and  Brody,  1980). 

Much  of  the  argument  relevant  to  the  family  also  applies  to  support 
from  friends,  the  neighborhood,  or  the  informal  (as  distinct  from 
governmental  or  formally  structured  organizational)  community. 
Again,  assistance  from  the  community  is  constrained  by  ability, 
capacity,  and  available  time.  If  these  are  absent,  there  must  be 
recourse  to  external  sources  of  provision. 

Gatekeeping  and  Access  to  the  LTC  System 

Access  to  health  and  social  services  is  not  always  direct,  nor  at 
the  initiative  of  the  user  or  the  user’s  family.  Frequently  a profes- 
sional intermediary  must  act  as  a “gatekeeper”  or  broker  for  the 
required  services.  Although  patients  (and  their  families)  may  often 
obtain  LTC  services  on  their  own  (for  example,  they  may  enter  nurs- 
ing homes  or  engage  home  services)  more  easily  than  they  may  enter 
an  acute  care  hospital,  gatekeeping  is  important  for  many  parts  of 
the  LTC  system. 

Gatekeeping  may  include  prescribing  medications  and  services, 
certifying  patients  for  entry  to  institutions,  certifying  eligibility  for 
services  (personal  social  services  for  example),  and/or  certifying 
delivery  of  services  for  reimbursement  by  third-party  payers. 

Gatekeeping  has  been  studied  by  economists  and  sociologists 
(La  Dou  and  Likens,  1977).  It  emerges  from  a combination  of  the 
nature  of  the  goods  and  services  provided,  the  professional  qualifi- 
cations of  the  providers  (especially  in  the  medical  services),  and 
the  need  for  certification  for  payment  by  third-party  payers. 

Medical  services  and  some  social  services,  often  of  the  type  most 
common  in  LTC,  fall  in  the  category  of  “credence  goods,”  that  is, 
those  goods  about  whose  quality  and  proper  use  the  consumer 
(demander)  is  not  adequately  knowledgeable.  As  a result,  a pro- 
fessional (sometimes  the  supplier)  must  intervene  to  prescribe 
and/or  certify  their  use  to  protect  the  health  of  the  user. 

Certification  may  also  be  necessary  for  LTC  services  if  the 
product  or  service  is  scarce  or  must  be  rationed,  especially  if 
provision  is  public.  In  such  cases,  a representative  of  the  govern- 
ment, usually  a social  worker,  must  prescribe  or  certify.  Entry  to 
public  nursing  homes,  old  age  homes,  or  public  day  care  centers 
may  require  certification  or  gatekeeping  by  both  a social  service 
worker  and  a physician. 

Additionally,  some  form  of  gatekeeping  is  needed  in  third-party 
payment  situations,  to  control  utilization  and  level  of  expenditure  by 
individual  users  and  across  all  users.  In  such  cases,  the  payer  may 
require  certification  from  a medical,  health,  and/or  social  services 
professional  before  services  can  be  provided  or  reimbursed.  Pre- 
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sumably,  the  certifying  professional  will  know  which  services  are 
reimbursable  and  at  what  level  of  payment.  Of  course,  one  gate- 
keeper’s judgment  about  required  type  and  intensity  of  service  can 
conflict  with  that  of  another  gatekeeper  who  is  more  attuned  to  the 
realities  of  regulation  and  reimbursement.  Additionally,  incentives 
for  different  gatekeepers  may  differ.  In  such  cases,  the  users,  their 
families  and,  often,  providers  have  to  choose  which  stipulations  to 
follow. 

Interventions  by  gatekeepers  change  the  supply  and  demand 
characteristics  in  the  markets  for  the  goods  and  services  provided. 
Since  the  gatekeeper’s  choices  may  be  substituted  for  those  of  the 
users  or  their  families,  and  since  those  choices  reflect  professional 
and  regulatory  influences,  demand  for  LTC  services  is  much  more 
complicated  than  that  for  ordinary  consumer  goods.  It  is  impossible 
to  model  this  type  of  demand  behavior  without  further  theoretical 
and  empirical  analysis.  One  can  only  speculate  on  the  possible 
offsetting  effects  of  professional  imperatives  to  prescribe  much 
service  in  contrast  with  the  service  constraining  influences  of,  say, 
reimbursement  limits  under  third-party  payment. 

Supply  and  demand  for  certain  LTC  services  can  become  inter- 
twined (and  hence  difficult  to  analyze)  because  gatekeepers  may  also 
be  providers.  Because  of  this  possibility,  many  proposals  for  LTC 
screening  and  case  management  emphasize  the  separation  of  gate- 
keeping,  assessment,  and  case  management  from  provision.  Where 
gatekeeping  and  provision  are  combined  in  one  agency,  there  may 
be  a tendency  for  overutilization  of  services.  The  risk  has  been 
particularly  noted  in  fee-for-service  medical  care,  in  which  physicians 
earn  fees  from  the  services  they  prescribe.  The  problem  is  presum- 
ably aggravated  when  the  physician  knows  that  third-party  payment 
is  available.  Coupled  with  these  direct  fee  motives  are  technological 
imperatives  to  undertake  sophisticated  procedures  and  the  doctors’ 
desire  to  protect  themselves  from  malpractice  suits  by  using  “best 
available”  techniques  (La  Dou  and  Likens,  1977).  These  motivations 
may  be  reflected  in  excess  institutionalization  and  lavish  prescrip- 
tion of  rehabilitative  services. 

These  excess  use  imperatives  may,  however,  be  counteracted 
by  a number  of  factors.  First,  most  LTC  requirement  is  for  fairly 
routine  personal  service,  not  high  technology  medical  care.  The 
physician’s  involvement  is  not  intense,  although  assignment  to  a 
nursing  home  for  those  services  may  mandate  more  frequent  visits 
(and  hence  more  fees)  for  the  doctor.  Second,  much  LTC  service  is 
provided  by  nurses  not  subject  to  the  doctor’s  fee-for-service/ 
prescription  imperatives.  Third,  some  use  of  LTC  service  is  deter- 
mined by  publicly  paid  professionals,  who  have  no  direct  personal 
interest  in  providing  service  (although  they  may  have  a bureaucratic 
interest  in  enlarging  their  clientele).  Fourth,  reimbursement  limits 
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under  public  (Medicare/Medicaid)  or  private,  third-party  payment 
constrain  the  amount  and  type  of  services  prescribed.  In  fact,  these 
limits  are  often  implicated  in  the  alleged  failure  of  the  LTC  system 
to  provide  home-based  and  other  forms  of  non-institutional  services. 

The  Physician  as  Gatekeeper 

The  role  of  the  physician  as  an  agent  or  broker  permitting  patients 
access  to  support  systems  has  been  considered  in  a number  of 
studies  of  physician  behavior  (La  Dou  and  Likens,  1977;  Juba,  1979). 
For  example,  Mark  Blumberg  (1977)  has  attempted  to  isolate  the 
proportionate  influence  of  the  physician  in  determining  use  of 
resources  in  treating  medical  problems.  He  concludes  that,  on 
average,  about  70  percent  of  decisions  about  use  of  health  care 
resources  are  dictated  by  the  physician;  in  the  care  of  geriatric 
patients,  however,  the  proportion  is  much  lower,  perhaps  40  per- 
cent.30 Studies  such  as  Blumberg’s  highlight  the  fact  that  individuals 
and  their  families  often  must  surrender  their  control  over  use  of 
services  to  the  doctor  because  of  the  latter’s  superior  medical 
knowledge  and/or  because  the  doctor  controls  access  to  key  ele- 
ments of  the  support  structure  (for  example,  hospitals,  prescription 
drugs,  physical  therapy,  occupational  therapy,  speech  therapy). 
Also,  the  physician  must  certify  the  necessity  of  certain  services  to 
establish  eligibility  for  reimbursement  from  third-party  payers — 
Medicare,  Medicaid,  private  health  insurance,  etc.  Unless  the  struc- 
ture of  the  medical  system  is  changed,  the  physician  is  an  important 
gatekeeper  for  almost  all  who  need  LTC  assistance.  Physicians, 
therefore,  can  possibly  exercise  a degree  of  monopoly  power  in 
granting  access  to  their  own  services  and  to  the  system. 

These  gatekeeping  functions  of  the  physician  may  produce  conflict- 
of-interest  situations.  In  some  cases,  as  noted  earlier,  the  physician 
prescribes  a need  for  her/his  own  services,  thus  enhancing  income. 
In  other  situations,  the  conflict  of  interest  may  be  less  obvious.  For 
example,  a physician  can  be  woven  into  a net  of  referrals  with  fellow 
physicians  so  that  they  all  keep  making  referrals  to  each  other,  often 
to  their  mutual  benefit.  In  other  cases,  a physician  may  be  indirectly 
benefited  if  on  the  staff  of,  or  a proprietary  partner  in,  an  acute 
hospital  or  nursing  home  to  which  patients  are  referred. 

A particularly  vexing  problem  for  government  and  other  third-party 
payers  or  providers  stems  from  possible  conflicts  of  interest  for  MDs 
and  other  professionals  certifying  for  service  use  or  payment.  The 
paying  or  providing  agency  cannot,  a priori,  be  certain  that  the 
prescription  of  service  is  not  designed  to  enrich  the  prescriber.  To 
that  end,  elaborate  control  mechanisms  (utilization  review  commit- 
tees, Professional  Standards  Review  Organizations,  survey  and 


10  Note  that  Blumberg’s  rough  percentages  cannot  be  extended  to  all  LTC. 
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certification  agencies)  exist  to  guard  against  possible  abuse.  Simi- 
larly, the  fiduciary  agents  who  process  claims  for  public  authorities 
(often  major  insurance  companies  or  health  insurance  providers) 
set  up  complicated  review  procedures. 

Other  Professionals  as  Managers 

In  LTC,  more  than  in  other  types  of  medical  provision,  physicians 
share  decisions  about  use  of  resources,  as  well  as  assessments  of 
patients/clients,  with  other  professionals.  This  situation  exists 
partly  because  LTC  need  is  not  just  a requirement  for  medical 
services  but  also  a need  for  social  and  routine  support  services.  In 
some  instances,  the  only  requirement  is  for  supervision;  in  others, 
personal  services,  often  of  an  intimate  type,  must  be  provided;  in 
still  others  (probably  a minority  of  cases)  skilled  nursing  and  medical 
interventions  are  required.  Overall,  it  appears  that  the  premium  is 
on  the  systemic  management  of  the  patient  and  the  patient’s  environ- 
ment. As  a result,  the  social  worker  and  the  nurse  (or  geriatric  nurse 
practitioner)  do,  or  should,  have  as  much  to  say  as  the  family  or  the 
physicians.  In  many  instances,  social  service  case  workers  are  more 
attuned  to  individual  patient  and  family  circumstances  and  more 
aware  of  the  realities  of  service  provision  and  availability  than  are 
doctors.  Additionally,  a nursing  professional  can  sometimes  be  more 
sensitive  to  the  caring  requirements,  as  distinct  from  the  curing 
aspects,  than  can  an  MD.  Of  course,  in  many  cases  a physician 
may  be  as  sensitive  and  aware  as  these  other  professionals,  but 
demands  on  doctors’  time  may  intervene  in  LTC  provision.  In  any 
event,  abundant  folklore  among  LTC  professionals  indicates  that  the 
role  of  the  MD  for  other  than  acute  needs  should  be  modest.  Further 
research,  however,  is  needed  on  this  assertion. 

The  Interdisciplinary  Team  in  LTC  Management 

Given  the  roles  which  other  health/social  professionals  must  play 
in  LTC,  and  in  light  of  the  need  for  systemic  patterns  of  provision,  the 
appropriate  caring  and  management  agency  may  well  be  the  inter- 
disciplinary team  rather  than  a single  health  care  or  social  service 
entity.  These  teams  may  be  found  in  many  situations  and  be  com- 
posed of  differing  mixes  of  professionals,  perhaps  including  repre- 
sentatives of  voluntary  agencies.  Overall,  the  general  notion  of  an 
interdisciplinary  team,  operating  as  a cooperative  unit,  rather  than  as 
a hierarchical  structure,  appeals  to  many  analysts.  Some  descrip- 
tions of  these  teams  exist,  but  rigorous  models  and  analytical  studies 
of  their  behavior  still  await  further  investigation. 

Professionals  as  Providers 

In  considering  the  uses  and  roles  of  differing  types  of  health/social 
professionals,  one  should  analyze  their  behavior  not  only  as  man- 
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agers  but  also  as  individual  providers  and  as  members  of  teams. 
Again,  the  analytical  issues  of  provider  goals  (or  preference  func- 
tions), alternate  means  of  obtaining  goals,  and  the  constraints  and 
obstacles  of  exploring  alternatives  and  attaining  goals  are  all  rele- 
vant. Traditional  economic  theory  has  been  applied  to  doctors  who 
have  been  variously  postulated  as  profit-maximizers  or  satisficers  or 
as  jointly  maximizing  members  of  physicians’  cooperatives  (La  Dou 
and  Likens,  1977).  Although  these  models  have  provided  us  with 
key  insights  into  physician  behaviors,  including  choices  of  special- 
ties, they  have  not  yet  provided  us  with  close-ended  solutions  about 
physicians’  actions  and  motives  and  the  outcomes  of  their  behavior 
for  individual  LTC  patients.  The  current  complex  environment  in- 
volving Medicare/Medicaid  and  private  third-party  payers,  physicians’ 
trade  associations,  and  the  relation  between  the  physician  and  key 
institutions,  especially  the  acute  hospital  and  the  nursing  home,  have 
not  been  adequately  explored  and  offer  numerous  opportunities  for 
productive  research.  Although  extensive  research  is  being  done  on 
physician  behavior  under  Medicare/Medicaid,  the  terra  incognita  of 
physicians’  actions  and  environments  in  LTC  demands  much  more 
analytical  attention.  (Mitchell  and  Cromwell  and  Link  et  al  are  cur- 
rently working  on  these  issues.) 

The  complex  situation  of  the  physician  is  even  more  characteristic 
of  social  workers  and  the  nursing  professionals  (who  may  have  less 
formal  power  than  the  MD,  however).  Both  of  these  groups  may  be 
private  or  public  employees  or  work  for  voluntary  agencies.  Nurses 
(other  than  registry  nurses)  rarely  are  in  business  for  themselves, 
often  being  in  the  employ  of  doctors,  hospitals,  nursing  homes,  visit- 
ing nurse  associations  (VNAs),  or  public  or  voluntary  agencies.  Al- 
though these  professionals  have  their  objectives,  analytical  models 
of  their  motivations  and  behaviors  as  LTC  providers  are,  as  yet,  im- 
perfect. We  also  have  yet  to  develop  good  models  and  evidence  for 
their  actions  as  parts  of  LTC  teams. 

Institutions  or  Firms  as  LTC  Providers 

Thus  far,  we  have  focused  on  the  actions  of  individuals  as  single 
or  team  member  determiners  of  service  supply  and  demand.  Of  equal 
importance  is  the  set  of  behaviors  of  institutions  or  firms  as  LTC  pro- 
viders. Most  prominent  in  the  current  setting  are  the  acute  hospitals 
and  nursing  homes,  the  most  important  institutional  sources  of  LTC. 
Both  have  been  extensively  analyzed,  though  many  questions  remain. 

Numerous  other  non-family  sources  of  provision  must  also  be  con- 
sidered in  any  comprehensive  view  of  LTC.  Adult  day  care  (ADC) 
providers,  home  health  agencies,  providers  of  special  therapies, 
domiciliary  care  facilities,  and  numerous  others  must  all  be  analyzed 
to  project  a total  picture  of  LTC  and  to  develop  models  of  an  LTC 
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system.  Objectives,  alternatives,  and  constraints  are  all  essential 
ingredients  in  any  such  analytical  efforts.  Unfortunately,  the  research 
has  not  gone  far  enough,  and  we  are  left  with  only  qualitative  and 
speculative  analyses,  coupled  with  much  anecdotal  evidence. 

From  the  Individual  Users/Providers 
to  the  Group  and  the  System 

Unfortunately,  when  analyzing  the  collective  behavior  of  individual 
key  decision  units,  the  shortfalls  are  amplified.  We  are  helped,  how- 
ever, by  the  econometric  and  sociological  data  concerning  aggregate 
behavior  and  its  outcomes.  In  the  physician,  nursing  home,  and 
hospital  fields,  research  has  now  progressed  to  allow  us  to  generalize 
about  the  effects  of  numbers  of  cases,  reimbursement  formulae, 
geographic  aspects  of  input  availability  and  input  prices,  etc.  (Some 
of  this  research  is  discussed  in  following  chapters.)  Nonetheless, 
many  gaps  in  the  research  and  in  our  knowledge  persist,  hindering 
attempts  to  design  and  .analyze  any  sort  of  system. 

Just  as  we  do  not  know  enough  about  the  behaviors  of  individual 
patients,  families/friends,  and  other  individuals  as  they  influence 
both  the  demand  and  the  supply  of  LTC  services,  we  also  lack  an 
adequate  picture  of  the  interplay  of  disease,  disability,  social  circum- 
stance, and  income  across  large  segments  of  the  population.  We 
have  studies  of  nursing  home  costs  of  physician  reactions  in  certain 
situations,  but  we  have  not  adequately  considered  time  as  a deter- 
mining variable  or  the  effects  of  changed  circumstances.  Nor  have 
we  made  much  headway  with  the  equally  ambitious  task  of  analyzing 
behaviors  at  the  subsystem  level.  For  example,  we  have  not  tied  the 
family  response  to  LTC  need  to  the  actions  of  hospital  discharge 
planners,  nor  have  we  linked  the  actions  of  both  families  and  plan- 
ners to  the  actions  and  availability  of  home  care  providers. 

Analyses  of  associations  of  key  interveners — social  workers,  con- 
sumer organizations,  etc. — are  crucial  in  understanding  the  provi- 
sion and  use  of  LTC.  Despite  many  recent  studies  (for  example, 
Vladeck,  1980),  we  need  more  institutional  knowledge  and  analytical 
understanding  about  “industries,”  that  is,  all  providers  of  a given 
service.  Of  equal  importance  are  the  actions  of  provider  groups, 
such  as  medical  associations  at  all  levels,  organizations  of  nursing 
homes,  hospital  associations,  etc.  These  organizations  help  define 
standards  and  philosophies  of  care,  mandating  or  enjoining  certain 
actions,  and  they  also  interpret  regulations.  They  act  as  advocates 
in  determining  reimbursement  levels  influencing  official  choices  of 
reimbursement  modes  (prospective,  retrospective,  reasonable  cost, 
flat  rate,  etc.),  and  shaping  details  of  regulations  promulgated  by 
State  and  Federal  authorities.  Most  visibly,  trade  organizations  seek 
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to  influence  legislation  at  all  levels.  Again,  we  need  models  and 
analyses  of  this  type  of  behavior  as  it  helps  define  the  need  for  LTC, 
the  outcomes  of  various  types  of  provision,  and  the  nature  of  the 
LTC  system. 

Third-Party  Payment  and  Access  to  LTC  Provision 

Many  LTC  users  and  their  families  do  not  pay  directly  for  the 
services  required.  Rather,  third-party  agencies,  the  government, 
voluntary  groups,  or  private  insurance  companies  provide  the  financ- 
ing and  may  thus  act  as  interveners,  a role  parallel  to  gatekeepers. 
In  some  cases,  as  with  private  health  insurance  and  some  govern- 
ment programs,  users  and  their  families  have  paid  insurance  pre- 
miums, but  actual  payment  is  not  perceived  as  out-of-pocket  when 
services  are  used.  In  LTC,  moreover,  because  of  the  large  volume 
of  social  services  required,  the  role  of  third-party  payment  or  provi- 
sion may  be  more  important  than  in  acute  care.  In  1979,  approxi- 
mately 68  percent  of  all  health  care  services  ($129  billion  out  of 
$189  billion)  were  paid  for  by  third-party  payers  (Gibson,  1980).  The 
percentage  of  all  LTC  services  financed  by  third  parties  is  not  pre- 
cisely known  because  of  the  large  volume  of  social  services  involved  ; 
however,  57  percent  of  nursing  home  expenditures  (the  most  rapidly 
growing  category  of  health  care  expenditure)  came  from  Federal  and 
State  (Medicare  and  Medicaid)  sources. 

At  the  Federal  level,  the  major  programs  of  acute  and  LTC  support 
for  elderly  people  are  Medicare  and  Medicaid,  although  some  serv- 
ices are  provided  under  Title  XX  of  the  Social  Security  Act  and 
Title  III  of  the  Older  Americans  Act.  (Veterans  Administration  health 
care  provides  both  acute  and  long-term  care  to  former  military  per- 
sonnel under  certain  circumstances.)  The  Medicare  program,  pri- 
marily an  insurance  system  featuring  individual  and  employer 
contributions  to  an  insurance  trust  fund,  as  well  as  general  fund 
allocations,  provides  benefits  under  two  systems:  Part  A,  Hospital 
Insurance,  and  Part  B,  Supplemental  Medical  Insurance  (which  pays 
for  the  services  of  physicians  and  other  health  professionals  as 
prescribed  by  a physician).  Some  types  of  social  services  may  be 
provided  under  home  care  provisions  of  both  Parts  A and  B.  (Details 
of  eligibility,  funding,  costs,  benefits,  and  utilization  of  various  LTC 
services  under  different  public  programs  are  found  in  Chapter  V.) 

In  1979,  Medicare  did  not  support  much  LTC  outside  of  acute  hos- 
pitals. Although  the  skilled  nursing  facility  (SNF)  had  originally  been 
encouraged  under  Medicare  as  a cost-effective  alternative  to  the 
acute  hospital,  the  growth  of  Medicare  SNF  payments  began  to  slow 
after  1969.  Medicare  nursing  payments  amounted  to  only  $373  mil- 
lion in  1979.  Other  LTC-type  Medicare  expenditures  for  home  care, 
etc.  came  to  only  $427  million  in  1978  ( Health  Care  Financing  Notes, 
various  issues). 
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Medicare  contains  copayment  provisions  so  that  users  and  families 
must  provide  part  of  the  total  costs.  For  example,  Medicare  will  sup- 
port 100  days  maximum  in  an  SNF  after  hospitalization  for  a Medicare- 
defined  period  of  illness  and  if  certified  by  local  utilization  review 
bodies.  The  first  20  days  are  wholly  covered  by  Medicare,  but  days 
21  through  100  require  a copayment  ($22.50  per  day  in  1980). 

Medicaid,  unlike  Medicare,  is  not  an  insurance  program.  Instead, 
it  is  a means-tested  form  of  support  for  persons  defined  as  indigent, 
(that  is,  their  incomes  and/or  asset  levels  fall  below  certain  defined 
limits  which  vary  by  State).  The  program  is  financed  by  grants  from 
the  Federal  government  to  the  States,  which  then  match  on  a formula- 
determined  percentage  basis  reflecting  State  population  and  per 
capita  income.  The  Federal  contribution  varies  from  50  percent  to 
78  percent;  the  national  average  is  56  percent.  The  extent  of  public 
payment  under  Medicaid  is  determined  by  the  willingness  of  indi- 
vidual States  to  pay.  In  short,  the  Federal  authorities  can  only  equal 
what  the  States  are  willing  to  pay.  In  1981,  there  were  53  Medicaid 
jurisdictions  (including  the  territories  and  the  District  of  Columbia). 
Only  Arizona  did  not  have  a Medicaid  program. 

In  1979,  Medicaid  expenditures  for  nursing  homes  came  to  $8.8 
billion,  about  41  percent  of  all  of  the  program’s  costs  for  that  year. 
The  proportions  varied  widely  across  the  States,  however,  as  high  as 
68  percent  in  South  Dakota  and  as  low  as  13  percent  in  the  District 
of  Columbia.  In  1978,  Medicaid  also  provided  about  370,000  home 
health  visits  at  a cost  of  $211  million,  about  1.2  percent  of  all  Medic- 
aid expenditures  in  that  year.  It  may  well  be  that  Medicaid  provides 
more  homemaker  and  personal  care  services  than  does  Medicare 
under  its  home  care  programs. 

Private  health  insurance  payment  for  LTC  is  relatively  modest, 
with  only  about  $117  million  going  for  nursing  home  care  in  1979. 
Private  plans  vary  from  comprehensive  coverage  of  all  LTC  services 
to  supplemental  add-ons  to  Medicare  to  cover  extended  nursing 
home  stays. 

Since  Medicare  and  private  coverage  are  both  insurance  programs, 
they  share  the  characteristics  of  limiting  amounts  of  service  and  the 
rates  at  which  services  will  be  paid.  Medicare  bills  may  be  paid  by 
users  or  families  on  a reimbursement  basis  or  they  may  be  paid 
directly  to  the  provider  if  the  providers  accept  “assignment”  (agree 
to  accept  repayment  at  Medicare  rates).  Users  or  their  families  must 
absorb  the  difference  between  the  official  reimbursement  rate  and 
the  full  provider  charges  if  assignment  is  not  accepted.  As  noted 
earlier,  Medicare  also  restricts  the  amount  of  coverage  to  100  days 
of  SNF  service  per  defined  benefit  or  illness  period. 

Medicaid,  in  contrast,  does  not  limit  the  amount  of  service,  but  it 
does  limit  the  rate  for  reimbursement  of  covered  services.  In  some 
States,  reimbursement  is  on  a prospective  basis;  in  others  it  is  retro- 
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spective,  while  in  still  others,  it  is  based  on  a flat  rate.  Some  States 
have  adopted  Medicare  reimbursement  formulae,  while  others  have 
developed  separate  Medicaid  fee  schedules. 

Third-party  payers  constitute  another  set  of  interveners  in  the 
decision  to  seek  and  use  LTC  services.  To  the  extent  that  they  pay 
for  services,  they  reduce  the  out-of-pocket  expenditures  of  users  and 
their  families,  thereby  possibly  increasing  utilization.  Of  course,  this 
expanded  use  may  be  offset  by  users’  reluctance  to  pay  the  neces- 
sary insurance  premiums  to  gain  access  to  coverage.  This  reluctance 
may  be  important  with  respect  to  private  health  insurance  but  would 
be  negligible  in  connection  with  Medicare,  which  is  compulsory  for 
most  employed  persons.  On  the  other  hand,  to  the  extent  that  Medi- 
care and  Medicaid  both  limit  amounts  of  service  provided,  the 
amounts  of  use  may  lie  below  those  desired  by  users  and/or  health 
and  social  service  professionals.  If  third-party  payers  limit  reimburse- 
ment levels,  they  may  also  reduce  the  amount  of  service  which  pro- 
viders may  be  willing  to  supply  to  the  users.  In  the  latter  case,  the 
amount  of  service  utilization  may  lie  below  those  levels  desired  by 
users  and  professionals. 

In  light  of  the  key  role  of  public  and  other  third-party  payment  in 
all  health  care  and  in  certain  aspects  of  LTC,  it  is  necessary  to 
understand  how  the  actions  of  government  and  the  insurance  industry 
affect  use  and  provision  of  LTC.  These  agencies  interact  with  indi- 
vidual users  and  providers,  as  noted  earlier,  and,  in  so  doing,  influ- 
ence use  and  provision  outcomes  through  legislation  and  regulation, 
including  rate-setting.  They  also  induce  changes  in  user  and  provider 
actions  in  a feedback  sense.  Furthermore,  governmental  actions,  in 
particular,  may  influence  the  well-being  of  entire  industries  and  pro- 
vider groups  nationwide  or  in  specific  regions  through  reimbursement 
rate  and/or  eligibility  decisions.  Their  effect  on  groups  of  patients 
is  also  critical.  Many  governmental  actions  have  been  extensively 
examined  by  political  scientists  employing  models  of  bureaucratic 
politics  and  by  health  and  public  finance  economists;  yet  our  analyti- 
cal understanding  is  spotty.  Knowledge  of  the  objectives  of  policy- 
makers and  regulators  in  LTC  is  also  merely  rudimentary,  as  is  the 
impact  of  constraints  on  LTC  policy  decisions.  We  have  not  ade- 
quately calculated  the  impacts  of  LTC  policy  decisions  on  users, 
provider  industries,  or  regional  or  national  economic  conditions,  nor 
do  we  know  enough  of  the  actions  and  influences  of  private  LTC 
insurers. 

In  the  following  chapters,  both  the  micro  and  macro  aspects  of 
these  questions  will  be  analyzed  to  the  extent  made  possible  by  the 
existing  state  of  knowledge.  Additionally,  we  will  try  to  remain  sensi- 
tive to  the  interactions  between  micro  and  macro  conditions,  while 
retaining  an  awareness  of  dynamics. 
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Need  Versus  Demand 

Much  of  the  discussion  thus  far  has  employed  such  terms  as 
“needs”,  “requirements,”  and  “wants.”  This  is  largely  the  language 
of  health  care  professionals  and  their  social  service  and  analytical 
allies  (social  workers,  sociologists,  epidemiologists,  demographers, 
political  scientists,  policymakers,  etc.).  Economists,  however,  prefer 
terms  such  as  “demand,”  “supply,”  “utilization,”  and  “price.”  Un- 
fortunately, these  differences  are  more  than  semantic;  they  empha- 
size differences  in  the  analysis  of  LTC  (and  other  social  service  pro- 
vision) and  in  the  approaches  suitable  for  policy. 

Needs  and  Wants 

The  concept  of  need  reflects  the  opinions  of  professionals  in  the 
relevant  fields — physicians,  nurses,  therapists,  certain  social  science 
analysts,  and,  often,  policymakers — as  to  the  amount  of  LTC  a given 
population  “ought”  to  consume  over  a specified  time  span  (Jeffers, 
Bognano,  and  Bartlett,  1971).  Needs  are  usually  defined  in  medical 
terms  as  the  amount  of  service  necessary  to  make  or  keep  people  as 
“healthy”  as  possible  given  the  state  of  medical  (and  social  service/ 
science)  knowledge.11  For  LTC,  need  can  be  defined  as  “. . . a nor- 
mative assessment  of  the  long  term  care  a person  must  receive  in 
order  to  maintain  or  improve  his/her  health  status,  functional  ability 
or  postpone  disability  or  death”  (Grimaldi  and  Sullivan,  1981).  As 
with  other  types  of  provision,  defining  needs  in  LTC  demands  infor- 
mation on  existing  health  states,  a clearly  defined  standard  of  “good” 
health  and/or  functioning,  and  perfect  knowledge  of  what  actions 
and  services  are  necessary  to  achieve  good  health  and  functioning. 
These  mandates  are  difficult  enough  to  fulfill  with  respect  to  short- 
term interventions.  In  LTC  they  are  even  more  problematical.  As 
shown  in  following  chapters,  our  knowledge  of  health  and  functional 
condition,  mental  status,  social  circumstances  (presence  or  absence 
of  family,  spouse,  etc.),  economic  situations,  and  availability  of  exter- 
nal supports  for  potentially  vulnerable  and  dependent  candidates  for 
LTC  is  often  scanty  and  imperfect;  we  do  not  measure  what  we  think, 
nor  do  we  measure  what  we  should.  Standards  for  good  practice  and 
good  outcomes  in  LTC  are  even  less  well  defined  than  for  many 
medical  procedures.  The  role  of  prevention  is  even  less  understood 
than  for  acute  conditions.  Lastly,  we  know  very  little  about  the  effects 
of  certain  procedures,  caring  situations,  diets,  and  drugs  on  LTC 
users;  hence,  we  may  not  be  able  to  produce  desired  outcomes  even 
if  we  could  define  them. 


11  This  definition  of  “need”  applies  to  services  other  than  LTC,  that  is, 
to  the  judgments  of  relevant  professionals  regarding  the  requirements  of 
their  specific  client  groups. 
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More  important,  however,  LTC  may  be  related  to  uncertain  and 
delayed  outcomes.  As  noted  in  the  preceding  section  on  the  role  of 
time,  LTC  outcomes  may  not  be  positive  in  the  sense  of  removing  a 
bad  condition;  rather  they  may  be  of  a holding  or  deferring  nature. 
They  may  also  just  be  aimed  at  easing  a painful  transition,  as  with 
hospice  care  for  the  dying.  They  may  be  mundane  as  well  as 
sophisticated. 

Despite  these  informational  and  definitional  difficulties,  we  do  have 
some  good  ideas  about  what  seems  productive  in  certain  situations. 
Particularly  imaginative  programs  of  LTC  have  yielded  some  positive 
results.  The  task  now  is  to  develop  the  information,  often  on  an 
epidemiological  basis,  to  analyze  LTC  and  proposed  procedures  and 
policies.  (These  imperatives  are  discussed  in  Chapters  III  and  VII.) 

Wants  derive  from  what  the  public  would  like  to  have  rather  than 
from  the  judgments  of  professionals.  The  public’s  wants  for  LTC  may 
be  as  relevant  to  LTC  problems  as  are  needs  defined  by  profes- 
sionals. The  relative  merits  of  wants  versus  needs  depends  on  whose 
judgments  are  more  highly  valued,  the  public’s  or  the  professionals’. 
Differences  between  needs  and  wants  may  derive  from  users’  reluc- 
tance to  receive  certain  types  of  service  (for  example,  because  of 
pejorative  connotations).  Ignorance  is  probably  more  important  as  a 
cause  of  this  discrepancy.  In  LTC,  this  ignorance  may  afflict  both  the 
public  and  the  professionals.  In  some  cases,  the  public  may  want 
more  LTC  of  a certain  type,  for  example,  that  provided  in  nursing 
homes,  because  of  perception  about  financial  advantage  and  lack  of 
service  in  the  community.  In  other  cases,  the  public  may  forego 
access  to  formal  types  of  LTC  provision  because  of  misconceptions 
about  the  state  of  physical  deterioration,  etc.,  which  might  argue  for 
institutionalization. 

Wants  may  also  be  powerfully  influenced  by  needs,  in  that  the 
public  comes  to  believe  what  it  is  told  by  the  specialists  in  LTC.  In 
such  cases,  wants  and  needs  coincide  more.  Since  wants,  as  we  will 
see,  compose  a key  element  in  defining  tastes  (preferences)  and, 
thus,  demand,  this  interaction  may  be  very  crucial  in  determining  the 
amount  of  provision  actually  sought  and,  therefore,  the  amount  and 
type  of  provision  which  policymakers  seek  to  ensure. 

The  Economist’s  Concept  of  Demand 

Demand,  in  contrast  to  need  and  want,  is  a behavioral  concept 
expressing  the  linkages  between  what  the  public  wants  and  what 
society  can  or  desires  to  provide.  As  with  other  commodities,  the 
demand  for  LTC  is  related  to  (is  a function  of)  the  price  of  LTC,  the 
prices  of  alternatives  to  LTC,  the  financial  abilities  of  the  users  of 
LTC,  and  the  desire  for  all  goods  and  services,  not  just  LTC.  De- 
mands by  all  LTC  consumers  also  are  functions  of  the  size  of  the 
population  of  potential  users  (in  the  case  of  LTC,  especially  the 
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numbers  of  people  85  and  older)  and  of  the  collective  consumer 
desires  for  all  goods  and  services.  (LTC  users  may  include  families, 
friends,  or  other  agents  for  the  client  who  may  not  be  able  to  make 
self-interested  “rational”  choices.)  The  analysis  of  demand  specifies 
the  more  important  factors  in  the  demand  for  a commodity  and 
attempts  to  demonstrate  that  the  quantity  demanded  of  a service  is 
affected  by  the  listed  factors  individually.  Conventionally,  economists 
have  started  by  considering  the  influence  of  price  on  quantity  de- 
manded, holding  others  things  equal. 

Symbolically,  we  may  express  the  demand  relationship  as 

Qltc  = HPltc,  Pa , F , T,  W) 

where  QLTC  is  the  amount  of  LTC  demanded  by  consumers, 

Pltc  is  the  price  of  LTC, 

PA  is  the  price  of  alternatives  to  LTC, 

F is  financial  resources, 

T is  the  population  of  potential  users,  and 
l V is  the  collective  desire  of  consumers  for  all  types  of  goods 
and  services. 

As  shown  in  Figure  1-5,  this  specification  can  be  expressed  as  a 
negatively  sloped  demand  curve  relating  price  and  quantity.  It  also 
determines  the  position  and  slope  (elasticity)  of  the  curve.  Changes 
in  variables  other  than  PLTC  would  move  the  curve  or  change  its 
slope  (that  is,  shift  the  curve).  Changes  in  PLTC  would,  by  them- 
selves, cause  a movement  along  the  curve.  The  price-quantity  rela- 
tionship could  be  expressed  as 

Qltc  — 9[Pltc) 

where  PA,  F,  T,  and  IV  are  all  held  constant. 

Grimaldi  and  Sullivan  (1981)  put  LTC  demand  more  explicitly  in 
that  they  identify  four  major  influences:  physician-related,  health- 
related,  socio-demographic,  and  economic.  Health-related  factors 
appear  quite  straightforward.  Physician  influences  reflect  current 
medical  practice,  as  well  as  doctors’  understanding  of  alternative 
modes  of  care  and  willingness  to  use  those  alternatives.  Socio- 
demographic factors  include  marital  status,  education,  ethnicity,  and 
users’  preference  for  differing  care  modes.  The  economic  element 
includes  prices  (of  LTC,  alternatives,  etc.),  income,  and,  particularly 
in  LTC,  the  availability  of  third-party  reimbursement,  private  and/or 
public. 

Although  one  may  discuss  the  concept  of  LTC  demand  in  an 
abstract  sense,  it  may  be  more  appropriate  to  look  at  demands  for 
various  types  of  LTC.  This  is  particularly  true  since  different  LTC 
services  are  often  substitutes  for  each  other  as  well  for  other  types 
of  medical/social  services.  They  can  also  complement  each  other  in 
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FIGURE  1-5 

Demand  and  Supply  Curvet 
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concert  with  other  forms  of  service.  For  example,  nursing  home  care 
may  stand  in  for  nursing  care  in  a hospital,  but  it  may  also  be  added 
during  periods  of  convalescence.  Similarly,  home  care  can  substitute 
for  either  hospital  or  nursing  home  care  and/or  represent  a less 
intensive  stage  of  care  as  a patient  progresses.  (See  Chapter  VII.) 
For  analytical  and  empirical  purposes,  it  is  imperative  that  these 
interactions  be  distinguished.  Empirical  work  should  be  focused  on 
the  demand  for  one  type  of  service  but  should  simultaneously  involve 
the  substitutes  and  complements  of  the  care  or  service  under  analy- 
sis. For  example,  analysis  of  the  demand  for  nursing  home  service 
should  include  the  availability  of  alternatives  such  as  home  care. 

Paul  Feldstein,  in  his  1979  analysis  of  the  demand  for  medical  care 
as  the  demand  for  treatments,  asserts  the  importance  of  health  status, 
cultural-demographic  characteristics,  and  economic  factors.  He  em- 
phasizes that  the  relevant  price  is  the  net  price  to  the  user  after 
payments  for  care  from  third-party  payers.  He  also  includes  the  cost 
of  time  as  part  of  the  price  that  users  must  pay.  Those  users  with 
higher  incomes  will  have  higher  opportunity  costs  of  time  lost  to 
illness;  hence  they  will  seek  care  that  saves  them  time.  Their  use  of 
care  at  a given  price  may  thus  be  higher  than  for  lower  paid  potential 
users.  Given  that  most  individuals  receiving  LTC  services  are  not  in 
their  most  economically  productive  years,  the  time  factor  is  not  a 
very  significant  influence  on  LTC  demand.  Also,  LTC  provision  may 
not,  for  most  of  them,  represent  an  investment  in  enhancing  or 
restoring  productive  powers  (Grimaldi  and  Sullivan,  1981).  On  the 
other  hand,  while  their  time  is  not  highly  priced,  that  of  their  families 
may  be  quite  valuable.  For  dependent  elderly  living  at  home  and/or 
being  cared  for  by  members  of  their  families,  the  amounts  of  family 
time  necessary  to  provide  services  (even  if  only  supervisory)  can  be 
considerable.  That  time  cost,  in  addition  to  the  personal  stresses  it 
implies,  could  be  considerable.  For  LTC,  therefore,  the  time  factor  in 
demand  must  explicitly  reflect  family  time  requirements. 

Supply  and  Equilibrium  in  LTC 

Supply  must  respond  to  demand  if  care  is  to  be  provided.  As  is 
clear  from  the  earlier  parts  of  this  chapter,  there  are  many  types  of 
LTC  service  and  many  types  of  providers.  Some  are  commercial  or 
proprietary;  some  are  volunteers;  some  are  family,  and  some  are 
public.  Each  type  of  providers  will  have  different  motivations  and  be 
inspired  by  different  incentives  leading  to  the  provision  of  varying 
amounts  of  service  under  widely  divergent  circumstances.  To 
sharpen  the  focus  on  the  demand-need  interaction,  it  will  be  useful  to 
focus  on  the  supply  emanating  from  proprietary  providers.  Their 
behavior  can  be  presumed  to  reflect  general  assumptions  about 
profit-maximizing  behaviors  among  all  commercial  suppliers  of  any 
type  of  service.  In  addition,  as  stated  earlier,  the  motives  and 
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behaviors  of  volunteers,  families,  various  types  of  health/social  pro- 
fessionals, etc.,  are  only  imperfectly  understood.  Therefore,  for 
abstract  theoretical  purposes,  we  can  assume  that  a certain  amount 
of  supply  will  emanate  from  them  anyway.  The  commercial  provision 
will  then  be  an  additional  source  of  supply. 

If  we  assume  profit  maximization  as  a motive,  then  supply  of  a 
commodity  is  conventionally  assumed  to  reflect  the  price  of  that 
commodity  ( PLTC),  the  prices  of  inputs  needed  to  produce  the  com- 
modity (P7),  the  market  structure  ( M ) within  which  the  commodity  is 
produced  (purely  competitive,  monopolistic,  oligopolistic,  few  sellers, 
etc.),  and  the  technology  available  ( R ).  These  factors  define  the 
supply  function  which  may  be  symbolically  and  graphically  expressed 
in  much  the  same  manner  as  the  demand  function.  (See  Figure  1-5.) 
Symbolically,  we  could  write  a supply  function  as 

OltC  = [P LTC’  P 1>  M,R) 

We  may  also  relate  the  quantity  supplied  to  the  price  which  is  offered 
to  the  supplier(s),  that  is,  QLTC  = & ( PLTC ).  where  Pu  M,  and  R are 

all  held  constant.  Again,  note  that  one  must  distinguish  between  the 
supply  and  the  quantity  supplied.  Normal  supply  curves  slope  up- 
ward, reflecting  the  law  of  diminishing  returns  in  production.  Obvi- 
ously, changes  in  technology,  input  prices,  and  the  other  determinants 
of  supply  will  affect  the  position  of  the  curve,  just  as  prices  will  affect 
the  quantity  supplied. 

As  with  the  demand  for  LTC,  it  is  probably  the  case  that  the  analyst 
should  focus  on  one  element  in  the  pattern  of  provision,  for  example, 
the  supply  of  nursing  home  services  or  of  home  care,  rather  than  on 
the  whole  of  LTC. 

Equilibrium  in  prices  and  quantities  in  most  markets  is  defined  as 
occurring  at  the  intersection  of  the  demand  and  supply  curves  or  at  a 
position  reflecting  consistency  between  the  behavior  of  demanders 
and  suppliers.  At  equilibrium,  the  quantity  the  demanders  wish  to 
purchase  at  a given  price  equals  the  quantity  of  the  commodity  the 
suppliers  wish  to  provide  at  that  price.  Other  price-quantity  com- 
binations cannot  be  sustained  without  some  external  influences  (gov- 
ernmental price  fixing,  for  example),  since  they  will  generate  excess 
demands  or  supplies  which  will  bring  the  market  back  into  equilib- 
rium. For  example,  if  demanders  want  more  at  a given  price  than 
suppliers  wish  to  provide,  prices  will  be  bid  up  until  consumers  wish 
to  buy  less  and  sellers  wish  to  provide  more.  The  converse  is  also 
true. 

The  equilibrium  attained  may  not  be  satisfactory  in  the  opinions  of 
some  observers.  For  example,  the  equilibrium  price,  which  may 
reflect  society’s  capacity  to  produce  LTC,  may  also  be  so  high  that 
it  precludes  most  people  from  buying  in  the  open  market. 
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Under  normal  circumstances,  an  excess  demand  for  a commodity 
will  be  corrected  by  appropriate  price  and  quantity  adjustments  in 
the  short  run  (that  is,  both  will  increase).  In  the  long  run,  if  the 
equilibrium  price  leads  to  profits  or  losses,  suppliers  will  expand 
their  production  (profits)  or  reduce  it  (losses).  Also,  new  suppliers 
may  enter  the  industry,  or  existing  suppliers  may  leave  it.  Economists 
refer  to  these  adjustments  in  supplies  in  terms  of  the  elasticities  of 
supply.  If  suppliers  increase  or  decrease  quantity  supplied  by  pro- 
portionally more  than  price  changes,  then  supply  is  said  to  be  elastic, 
that  is,  it  has  a value  greater  than  1.0.  In  such  a case,  the  market 
may  respond  very  rapidly  to  changes  in  demand  which  alter  prices. 
If  the  response  is  slower,  then  the  short-run  elasticity  is  “low,”  and 
the  industry  may  not  so  rapidly  adjust  to  changed  demand  conditions. 
It  may  be  elastically  higher  in  the  long  run,  however.  In  the  case  of 
LTC,  there  has  been  much  speculation  about  the  private  market’s 
short-run  and  long-run  elasticities  of  supply,  especially  since  Medic- 
aid provisions  contributed  so  signally  to  the  expansion  of  demand  by 
reducing  net  costs  to  consumers  and  increasing  the  public’s  want 
for  LTC. 

Market  Equilibrium  and  Need 

Obviously,  there  is  no  necessary  relationship  between  the  amount 
of  LTC  provided  at  equilibrium  in  the  market  and  the  amount  which 
experts  say  is  needed.  The  latter  reflects  best  judgments,  the  former, 
behavior  of  consumers  and  suppliers  as  influenced  by  market  forces 
and  the  determinants  of  demand  and  supply.  If,  for  example,  the 
amount  of  LTC  provided  and  used  at  equilibrium  in  the  market  falls 
short  of  what  experts  say  is  needed,  then  the  latter  will  say  that  there 
is  a shortage  or  that  there  is  “unmet  need.”  Take  the  case  of  provi- 
sion for  nursing  care  for  LTC-dependent  people.  Relatives,  volun- 
teers, and  others  may  provide  a fixed  amount  of  care,  determined  by 
their  presumably  non-market  motivations.12  This  amount  of  supply 
can  be  shown  by  the  vertical  line,  V,  in  Figure  1-6.  Similarly,  the 
amount  of  need  as  determined  by  expert  opinion  can  be  shown  by 
the  vertical  line,  N,  on  the  same  figure.  Now  assume  the  demand  for 
LTC  nursing  is  shown  by  the  line  DD,  and  the  supply  of  such  care  by 
the  line  SS.  SS  and  DD  intersect  at  point  E,  with  equilibrium  price  Pe 
and  quantity  Qc.  Medical  experts  might  argue  that  this  results  in 
unmet  need,  since  provision  is  not  equal  to  Q,„  that  level  set  by  their 
need  determination.  Were  a price  Plt  lower  than  Pe,  to  appear  in  the 
market,  there  would  be  excess  market  demand,  a market  “shortage” 
equal  to  the  gap  between  Qd  (the  amount  demanded  at  P:)  and  Qs. 
(the  amount  supplied  at  PJ.  Presumably  market  forces  would  correct 

12  Actually,  both  market  forces  and  government  policies  may  affect  the 
supply  behavior  of  non-market,  non-proprietary  suppliers.  We  do  not  deal 
with  this  factor  here,  however. 
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this  shortage  by  adjusting  both  price  and  quantity.  According  to  the 
experts,  however,  a “normative  shortage”  comprised  of  (QrfQ„)  plus 
(QdQn)  would  also  exist.  Even  if  the  market  shortage  were  eliminated 
by  increasing  supply,  some  normative  shortage  (QdQn)  would  remain 
by  expert  reckoning. 

The  existence  of  this  normative  shortage  has  evoked  public  policy 
responses  affecting  both  the  demand  and  supply  of  LTC  and  other 
types  of  social  services  provision.  In  part,  these  policy  responses 
reflect  the  belief  that  the  public  “should”  want  and  have  more  LTC 
and  “should”  be  able  to  afford  it.  This  set  of  beliefs  has  led  to  edu- 
cational campaigns  about  nursing  home  care,  etc.,  but,  more  impor- 
tantly, it  has  led  to  Federal  programs  to  reduce  to  near  zero  the 
prices  which  LTC  consumers  must  pay.  Not  only  have  these  pro- 
grams increased  the  quantity  demanded  by  lowering  price,  they  have 
also  expanded  demand  (moved  the  demand  curve  outward).  Addi- 
tionally, they  have  skewed  the  demand  away  from  and  toward  various 
types  of  care,  depending  on  the  nature  of  the  financial  incentive 
involved.  Current  Federal  LTC  financing  policy  and  reimbursements 
stimulate  the  use  of  nursing  home  care  but  tend  to  discourage  (move 
the  demand  curve  to  the  left  for)  home  care  and/or  adult  day  care. 

On  the  supply  side,  Federal  policy  in  the  health  care  field  has 
increased  the  supply  of  doctors,  nurses,  &nd  other  health  care  pro- 
fessionals. The  nation’s  hospital  beds  have  been  augmented  under 
the  Hill-Burton  Act,  while  nursing  homes  have  been  built  under  both 
Federal  agricultural  and  housing  programs.  In  some  instances,  Fed- 
eral reimbursement  of  LTC  costs  has  indirectly  led  to  the  expansion 
of  the  supply  of  LTC  facilities,  at  least  to  the  extent  that  reimburse- 
ment systems  have  provided  a profit  incentive  for  such  expansion. 

In  many  cases,  the  combination  of  Federal  enhancement  of  de- 
mand and  reimbursement  policy  has  only  added  to  the  shortage 
problem.  Refer  again  to  Figure  1-6.  Assume  that  Federal  policies 
have  had  two  effects  on  the  demand  for  LTC:  they  have  lowered  net 
price  to  users  and  families  through  third-party  payments,  and  they 
have  expanded  demand,  as  has  the  increasing  size  of  the  older 
population.  Even  without  increased  demand,  the  reduction  in  prices 
would  expand  the  quantity  demanded.  If  Federal  reimbursement 
policy  compensated  for  this  expanded  amount  of  provision  by  allow- 
ing higher  Federal  repayments  as  costs  rose  (as  shown  by  the  posi- 
tively sloped  supply  curve)  with  expanding  output,  then  lowering  net 
prices  to  users  would  not,  by  itself,  aggravate  the  shortage  problem. 
Suppliers  would  get  what  they  would  need  to  cover  costs  to  offer  the 
desired  amount  of  provision,  and  the  public  would  move  nearer  to 
receiving  the  amounts  of  LTC  which  experts  believe  that  they  should 
have.  On  the  other  hand,  if  there  is,  or  can  be,  no  supply  side  re- 
sponse, then  the  shortage  problem  may  well  be  aggravated.  If  Fed- 
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FIGURE  1-6 

Needs.  Wants,  Demand, 
and  Supply  for  Long-Term  Care 


Source:  Adapted  from  Jeffers,  James  R.,  Mario  Bognanno,  and  John  Bartlett,  "On  the  Demand 
Versus  Need  for  Medical  Services  and  the  Concept  of  ‘Shortage'."  American  Journal  of  Public 
Health.  January  1971,  pp.  46-63 
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eral  reimbursement  levels  are  set  too  low  to  allow  for  cost  recovery 
and/or  inducements  to  private  providers  to  expand  the  availability  of 
services,  it  is  possible  that  Federal  programs  may  actually  exacerbate 
the  normative  shortage  problems. 

Does  Supply  Create  Its  Own  Demand  for  LTC? 

Many  analysts  have  asserted  that,  in  the  health  field  in  particular, 
suppliers  have  been  seeking  to  augment  the  demand  for  their 
services.  As  noted  in  the  section  on  gatekeeping,  it  can  be  argued 
that  physicians,  faced  with  competition  or  other  forces,  may  prescribe 
more  treatment  and  tests  than  are  medically  necessary  to  augment 
their  own  incomes.  This  behavior,  it  is  often  claimed,  is  more  preva- 
lent when  third-party  payers  pick  up  most  of  the  cost,  since  users 
presumably  will  not' be  so  price  sensitive  as  when  they  must  pay  out 
of  their  own  pockets.  Similar  arguments  have  surfaced  in  connection 
with  LTC  provision,  especially  that  offered  by  nursing  homes.  In  the 
case  of  doctors,  however,  Paul  Feldstein  (1979)  has  noted  that  the 
expansion  of  demand  may  have  arisen  as  much  from  the  intervention 
of  other  factors  (increased  public  awareness  of  medical  problems 
and  therapies,  changes  in  age  structure  increasing  health  vulner- 
ability, etc.)  as  from  the  zeal  of  doctors  in  prescribing  excessive 
amounts  of  treatment,  especially  surgery.  He  does  note,  however, 
that  an  unresolved  problem  is  found  in  the  steady  expansion  of 
demand  for  medical  services  somewhat  after,  rather  than  before, 
there  has  been  an  expansion  in  the  supply  of  professionals  and 
available  services.  Citing  extensive  evidence,  La  Dou  and  Likens 
(1977)  also  argue  that  supply  may  indeed  create  its  own  demand 
because  of  competition,  the  technological  imperative,  and  third- 
party  payment.  In  the  LTC  situation,  however,  it  is  difficult  to  imagine 
that  suppliers  could  exercise  much  direct  influence  on  the  decision 
to  use  LTC  services,  particularly  since  most  nursing  homes  and  other 
LTC  providers  control  neither  the  prescription  of  services  nor, 
directly,  the  level  of  reimbursement.  On  the  other  hand,  the  existence 
of  a large  supply  of  nursing  homes,  for  example,  may  skew  policy  in 
the  direction  of  favoring  the  use  of  those  facilities  to  the  exclusion  of 
other  types  of  service.  (These  issues  will  be  discussed  in  Chapter 
VII.)  Again,  more  research  is  needed  in  these  areas. 

The  Economic  Approach  Applied  to  Home  Care 

To  illustrate  the  application  of  the  economic  model  just  set  forth, 
let  us  examine  a hypothetical  case  of  home  care  (HC)  provision.  HC 
is  an  amalgam  of  home  chore  and  home  health  services. 

Assume  that  a given  jurisdiction  has  an  elderly  (65  + ) population 
of  one  million.  Expert  judgment  about  that  population  suggests  that 
perhaps  6 percent  of  the  elderly  “should  have”  or  “could  use”  HC. 
This  implies  a “need”  for  60,000  units  of  HC  per  day  if  provided 
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daily.  The  assessment  of  need  is  a normative  conclusion  which 
would  serve  as  a reference  point  for  estimating  unmet  need  and 
would  be  reflected  in  the  position  of  line  N in  Figure  1-6.  Assume 
also  that  all  segments  of  the  public  agree  with  this  estimate  of 
“need.” 

Assume  now  that  family  and  friends  of  the  dependent  elderly  would 
provide  10,000  units  of  HC  per  day  under  all  circumstances.  This 
baseline  provision  would  be  reflected  in  line  V in  Figure  1-6.  There 
would  now  remain  an  unmet  need  of  50,000  units  of  HC  per  day. 
How  would  that  be  provided? 

If  users  and  their  families  could  buy  HC,  they  might  react  to  a 
set  of  prices  in  the  manner  shown  in  the  following  table. 


P no 


Amount  (QD)  of  HC 
they  would  purchase 


$50  per  unit 
40  per  unit 
30  per  unit 
20  per  unit 
10  per  unit 


0 units 

10.000  units 

20.000  units 

30.000  units 

40.000  units 


It  is  clear  that  in  this  example  the  buyers  of  HC  behave  in  an 
expected  fashion.  As  the  price  drops,  other  things  (income,  tastes, 
etc.)  remaining  constant,  they  will  purchase  more.  Even  at  a low 
price  of  $10  per  unit,  there  would  still  be  an  unmet  need  of  10,000 
units.  In  other  words,  the  purchase  of  40,000  units  added  to  the 
baseline  10,000  units  does  not  add  up  to  the  estimated  need  for 

60,000  units. 

Thus  far,  we  have  not  determined  whether  users  and  their  families 
could  get  the  amount  of  HC  they  would  buy  at  the  various  prices.  We 
also  need  to  know  how  much  HC  will  be  provided  at  various  prices 
in  the  market  by  suppliers.  To  know  this,  we  have  to  look  at  sup- 
pliers’ behaviors  at  various  prices  as  follows. 


Phg 


Amount  (Qs.)  suppliers 
would  provide 


Difference  between 
Qa and  QD 
(Qs  ~ Qd) 


$50  per  unit 

40,000 

40  per  unit 

30,000 

30  per  unit 

20,000 

20  per  unit 

10,000 

10  per  unit 

0 

+ 40,000 
+ 20,000 
0 

-20,000 

-40,000 
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From  bringing  the  demanders’  and  suppliers’  schedules  together, 
it  is  clear  that  the  market  equilibrium  price  is  $30  per  HC  unit, 
because  at  that  price,  the  quantity  demanders  want  equals  the 
amount  suppliers  will  provide.  At  any  price  higher  than  $30,  there 
will  be  an  excess  supply.  That  is,  suppliers  will  try  to  produce  more 
than  consumers  want  at  that  price,  and  the  price  will  tend  to  fall 
back  to  the  equilibrium  because  of  competition  among  sellers.  The 
reverse  is  also  true:  at  prices  below  $30  there  will  be  excess  demand; 
consumers  will  want  more  than  is  available  at  those  prices,  and 
prices  will  be  bid  up  by  competition  among  consumers. 

Even  though  an  equilibrium  may  be  established  in  the  market,  thus 
eliminating  any  market  shortage  or  oversupply,  there  may  still  be 
“unmet  need”  because  at  equilibrium  the  purchased  HC  plus  the 
contributed  baseline  HC  only  add  up  to  30,000  units  (30,000  shy  of 
the  60,000  estimated  to  be  necessary).  If  the  expert  judgments  are 
accepted  by  the  public  and  the  policymakers,  various  options  may 
be  adopted  to  fill  the  unmet  need. 

The  authorities  may  choose  to  provide  the  HC  required,  thus 
increasing  supply  (moving  the  supply  curve  to  the  right).  In  the 
United  States  and  many  European  countries,  however,  direct  pro- 
vision by  public  authorities  has  been  limited.  The  preferred  mode  has 
been  to  finance  the  purchase  of  care  by  consumers  in  the  market- 
place, either  on  a reimbursable  basis  (the  consumer  pays  and  then 
collects  from  the  government)  or  through  direct  government  payment 
to  the  providers.  Whether  the  government  is  a provider  of  care  or  of 
finance,  the  effect  is  to  reduce  the  price  to  the  consumer,  often  to 
zero,  and  thus  to  increase  the  quantity  demanded  (utilization  or 
utilization  rate). 

Not  only  may  the  quantity  demanded  increase,  but  also  users  and 
their  families  above  the  projected  6 percent  may  come  to  believe 
that  they  also  need  HC.  Additionally,  present  users  may  think  that 
they  need  more  HC.  These  changes  in  tastes  may  be  translated  into 
shifts  in  demand  and  a movement  outward  of  the  demand  curve.  In 
our  example,  consumers  may  be  induced  to  increase  their  utilization 
if  their  net  price  is  dropped  to  $10  per  unit  because  the  government 
finances  all  or  part  of  the  care.  Existing  users  or  new  users  may  also 
increase  their  desire  for  HC  so  that  even  at  the  old  equilibrium  price 
of  $30  they  will  want  to  buy  more  than  the  20,000  HC  units  originally 
demanded. 

Government  attempts  to  expand  HC  use  may  not  succeed  unless 
the  price  to  the  supplier  is  raised,  especially  if  the  supply  curve  is 
positively  sloped  as  in  our  example.  In  that  instance,  the  production 
of  more  HC  means  higher  costs  to  suppliers  and  subsequent 
increases  in  prices  that  they  must  charge.  If  the  government  pays  the 
higher  prices,  there  may  be  no  problem,  but  if  cost-containment  or 
other  political/economic  pressures  make  the  government  unwilling 
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to  pay  higher  prices,  expanded  financial  support  may  just  induce  a 
market  shortage  which  will  augment  the  unmet  need.  Consumers,  in 
that  case,  will  desire  more  cheap  (to  them)  care,  but  if  the  govern- 
ment does  not  raise  the  HC  price  it  pays,  suppliers  may  provide 
only  the  amount  of  care  they  made  available  at  the  old  price,  $30. 
Excess  demand  conditions  may  develop,  waiting  lists  for  HC  may 
appear,  and  a black  market  may  develop.  Users  may  make  under- 
the-table  payments  to  HC  providers  or  find  other  ways  to  jump  their 
place  in  line.  This  situation  is  aggravated  if  the  elasticity  of  HC 
supply  is  low.  Suppose  that  consumers  now  want  40,000  HC  units 
because  the  price  to  them  is  only  $10.  If  an  expansion  of  supply 
to  40,000  units  runs  into  rapidly  increasing  costs  and  requires  a 
corresponding  increase  in  price  to  $60  (rather  than  $50),  the 
government  may  have  to  pay  a great  deal  more  for  HC  than  may  be 
politically  possible.  If,  at  the  same  time,  the  consumers’  respon- 
siveness (the  price  elasticity  of  demand)  is  very  high,  the  govern- 
ment may  face  a huge  increase  in  quantity  demanded  which  can 
only  be  met  with  a huge  increase  in  outlays  to  induce  the  needed 
expansion  of  supply. 

Of  course,  the  government  may  also  be  fortunate  in  encountering 
a very  high  elasticity  of  supply  (the  supply  curve  may  be  almost 
flat),  so  that  more  HC  does  not  cost  a great  deal  more  per  unit  of 
care.  Nevertheless,  at  subsidized  prices,  the  total  number  of  HC 
units  demanded  may  still  increase  significantly,  thus  greatly  increas- 
ing the  size  of  the  government’s  bill.  In  the  example,  if  the  govern- 
ment reduces  the  users’  price  of  care  to  $20,  the  public  will  want 
to  buy  30,000  units  of  care.  Even  if  the  unit  cost  or  price  of  HC  does 
not  go  up,  the  cost  to  the  government  will  be  30,000  units  times 
$30  per  unit  ($900,000),  minus  the  amount  the  public  pays  ($20  per 
HC  unit  or  $600,000),  equalling  $300,000.  If  the  price  to  the^public  is 
reduced  further,  to  $10  per  HC  unit,  quantity  demanded  will  go  to 
40,000  units,  the  net  government  cost  of  which  will  be  $800,000 
(40,000  times  $30  per  unit  minus  40,00  times  $10  per  unit). 

The  government  may  attempt  to  develop  sources  of  HC  supply  to 
curtail  rises  in  costs.  In  effect,  it  may  seek  to  increase  the  elasticity 
of  supply  by  financing  or  underwriting  the  training  of  HC  operatives 
or  the  establishment  of  HC  agencies.  It  may  also  encourage  or 
coerce  local  governments  to  establish  or  subsidize  HC  agencies  and 
providers.  If  these  efforts  are  successful,  they  may  yield  more  HC 
at  little  or  no  increase  in  unit  price  to  the  government,  particularly  if 
enough  time  has  elapsed  to  allow  supply  to  increase  (that  is,  to  shift 
the  supply  curve  to  the  right).  Nonetheless,  the  government  still 
encounters  increased  costs  from  these  efforts,  costs  which  may 
preclude  offering  other  types  of  services  and/or  which  may  require 
higher  taxes.  At  the  same  time,  other  health  and  social  care  costs 
may  increase  because  of  the  competition  for  inputs  by  an  expanding 
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HC  sector.  This  externality  of  HC  may  cause  additional  costs  to 
the  government.  The  problem  gets  even  worse  if  families  and 
friends  reduce  their  baseline  HC  provision  (below  10,000  units) 
because  of  government  provision.  Of  course,  if  families  can  there- 
fore earn  more,  they  may  be  able  to  pay  more  of  HC  costs  them- 
selves, thus  reducing  government  outlays  somewhat.  Politically, 
choices  may  be  difficult  to  make. 

In  any  event,  even  after  stimulating  increased  use  of  HC  and 
increasing  its  supply,  the  government  may  find  that  there  is  still 
unmet  need  in  the  eyes  of  the  experts  and,  possibly,  the  public. 
Whether  that  need  can  ever  be  met  or  whether  it  just  expands  as 
provision  expands  is  uncertain.  Even  if  the  need  can  be  met,  how- 
ever. the  government  still  has  to  decide  whether  it  wants  to  do  so  and 
at  what  cost. 

The  Issues  and  the  Research  Agenda 

Long-term  care  presents  both  the  analyst  and  the  policymaker  with 
a complex  of  causes,  requirements,  and  policy  responses.  LTC 
needs  arise  from  a multiplicity  of  causes,  call  forth  a variety  of 
services,  and  depend  on  a wide  spectrum  of  private  and  public 
supports. 

The  problem  of  LTC  in  American  society  has  increased  because 
of  a changing  age  structure,  changing  family  situations,  and  in- 
creased costs  of  health  and  social  services,  themselves  a result  of 
demographics,  inflation,  and  higher  expectations.  These  complexi- 
ties confront  the  student  of  LTC  with  extremely  difficult  analytical 
and  policy  problems  which  provide  abundant  opportunities  for 
analytical  development  and  creative  policy  responses. 

Analyzing  the  problems  of  LTC  requires  a systemic  and  systematic 
approach  to  the  analysis,  the  manner  of  making  provision,  and  the 
pattern  of  financial  support.  At  present,  this  systemic  approach  is 
lacking.  A systems  approach  requires  a statement  of  goals  for 
outcomes  of  LTC  provision,  a set  of  standards  by  which  to  monitor 
the  performance  of  the  system,  and  a system  design.  Goals  appear 
on  the  individual,  family,  and  system  levels  and  largely  relate  to 
the  maintenance  or  enhancement  of  functional  performance  with 
as  much  independence  as  possible.  Standards  for  the  system  imply 
understanding  the  links  between  system  components  and  system 
outcomes  as  linked  to  goals  of  the  system.  As  Brody  (1980)  and 
Callahan  (1980)  emphasize,  the  system  must  provide  care  that  is 
adequate,  available,  and  affordable  in  a comprehensive,  continuous, 
and  coordinated  structure. 

Unfortunately,  at  present  there  is  no  system  of  LTC  in  the  United 
States.  Furthermore,  public  policy  appears  to  hinder  rather  than 
enhance  a systems  approach.  As  Stanley  Brody  and  others  have 
emphasized,  Federal  Medicare  and  Medicaid  programs  favor  insti- 
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tutions,  while  overall  Federal  LTC  approaches  aggravate  the  split 
between  health  and  social  care,  a split  which  subverts  the  concept 
of  an  LTC  system. 

Evaluation  of  present  LTC  provision,  as  Well  as  the  design  of  an 
LTC  system,  requires  the  specification  of  goals.  At  the  individual 
and  family  level  many  goals  may  appear:  full  functional  restoration, 
death  with  dignity,  maintenance  of  function  in  the  most  independent 
environment  possible.  Pursuit  of  LTC  goals  may  not  be  feasible  in 
the  market  because  of  economic  and  organizational  difficulties. 
Consequently,  the  government  may  feel  obliged  to  intervene  in 
support  of  LTC.  Again,  the  government’s  goals  are  manifold: 
administrative  simplicity,  creation  of  an  LTC  system  or  sources  of 
provision,  cost-effectiveness,  satisfying  a vocal  constituency,  etc. 
Unfortunately,  government  goals  in  LTC  rarely  are  explicated  at 
any  level. 

Obviously  LTC  is  a complicated  subject  demanding  much  theoriz- 
ing and  research.  Among  the  more  significant  definitional,  organiza- 
tional, and  systemic  topics  for  an  LTC  research  agenda  would  be 
the  following: 

• What  are  the  important  linkages  among  identification  of  dis- 
ability, information  and  referral,  service  use,  and  the  manage- 
ment of  individuals  with  specific  dependency  problems? 

• How  do  families  influence  the  use  and  pattern  of  LTC  services? 

• When  does  an  investment  in  rehabilitation  pay  off? 

• Do  LTC  providers  create  demand  for  their  own  or  related 
services? 

• Which  disabled  people  need  to  be  managed  by  some  outside 
agency  in  their  access  to  and  use  of  LTC  services  and  who  can 
handle  their  needs  through  the  market? 

• What  are  the  time-related  changes  in  the  need  for  LTC  services 
for  dependent  individuals  and  across  groups  of  such  individuals? 

• What  is  the  role  of  the  physician  as  a gatekeeper  to  LTC?  What 
are  the  roles  of  other  professionals  as  gatekeepers? 

• How  do  interdisciplinary  teams  affect  the  form,  use,  and  success 
of  LTC  provision? 

• What  are  the  most  important  hindrances  to  the  development  of 
LTC  systems? 

• How  might  public  policy  be  changed  to  facilitate  the  develop- 
ment of  more  systemic  approaches  to  LTC  provision? 

• What  is  the  impact  of  proprietary  provider  behavior  on  the 
effectiveness  of  LTC  provision  and  on  the  development  of  a 
systemic  approach  to  LTC?  What  is  the  impact  of  other  pro- 
vider behavior? 

• How  do  trade  associations  and  professional  associations 
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influence  the  use,  effectiveness,  and  systemic  characteristics  of 
LTC  provision? 

• How  do  families  behave  as  public  LTC  provision  expands? 

This  list  is  not  exhaustive,  even  for  the  topics  considered  in  this 
chapter,  and  it  must  be  considered  complementary  to  the  issues  and 
questions  set  forth  at  various  points  in  the  preceding  pages.  Never- 
theless, we  argue  that  it  offers  a useful  beginning  in  considering 
crucial  questions  of  definition,  organization,  systemic  development, 
and  the  applicability  of  economic  analysis  to  the  problems  of 
long-term  care. 
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FIGURE  I A-2 

Possible  Health  and  Social  Services  Interventions, 
by  Level  of  Independence 


Level  I:  Independent 

1.  Use  of  time  in  meaningful,  health-promoting,  self-care  activities; 
work,  volunteerism,  education,  self-advocacy,  consumerism, 
political  action,  recreation,  social  involvement,  hobbies,  and  com- 
munity revitalization 

2.  Attitude  development:  consciousness  raising  and  peer  counsel- 
ing, assertiveness  training 

3.  Assistance  to  cope  with  turning  points,  anticipatory 
guidance— coping  with  life  review 

4.  Physical  fitness:  nutrition  and  weight  control,  exercise  and  sexual 
functioning 

5.  Use  of  health  care  system:  health  maintenance/promotion 
checkups,  health  education 

6.  Referral  assistance 

7.  Support  clients’  decisions  and  the  right  to  make  them 

8.  Education  for  self-care 

Level  II:  Independence  Threatened 

All  of  the  above  selectively  plus: 

1.  Health  and  social  services,  program  for  managing  activities  of 
daily  living,  periodic  guidance  and  validation  of  self-care  behavior 

2.  Living  with  diminished  capacity  and  impairments,  teaching  self- 
management of  necessary  regimens,  maintaining  self-esteem, 
coping  with  losses 

3.  Supporting  family  and  peers  as  they  assist  client 

Level  III:  Independence  Delegated 

All  of  the  above  selectively  plus: 

1.  Frequent  monitoring  of  self-care  activities  in  home  or  health  care 
facilities 

2.  Direct  illness  care:  therapeutic  and  rehabilitation  services 

3.  Living  with  diminished  capacity  and  chronicity;  promoting  self- 
esteem, assisting  with  planning  for  use  of  time  and  energy, 
remotivation 

4.  Assistance  with  performing  activities  of  daily  living 

5.  Advocacy  by  providers,  social  workers,  and  family 

6.  Assistance  with  environment  modifications 

Level  IV:  Dependent 

All  of  the  above  selectively  plus: 

1.  Continuous  direct  care 

2.  Continuous  assistance  with  and  monitoring  of  activities  of  daily 
living 

3.  Acceptance  and  coping  with  dying  and  death/terminal  illness 

4.  Continuous,  direct  management  of  necessary  regimens 

5.  Provide  a therapeutic  milieu 

6.  Sensory  stimulation  and  reality  orientation 


Source:  Grimaldi,  Paul  and  Toni  Sullivan,  Broadening  Federal  Coverage  of 
Noninstitutional  Long-Term  Care  (Washington,  D.C.,  American  Health  Care  Association, 
1981) 
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FIGURE  I A-3 

Long-Term  Support  System 


* The  classification  of  from  most  to  least  restrictive  Is  a general  view  of  services  and  may  vary  within  each  service. 

Source:  Brody,  Stanley  el  al.  “Planning  for  the  Long-Term  Support/Care  System:  The  Array  of  Services  To  Be 
Considered."  Prepared  for  Region  III  Center  for  Health  Planning,  Philadelphia,  June  1979 
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FIGURE  I A-4 

Long-Term  Care  Services  and  Provider  Agencies 


Long-Term  Care  Services 
Homemaker/Chore 
Home  Health 
Transportation 

Social  Services 
Personal  Care  (ADL) 

Nursing 

Legal  Assistance 
Nutritionist/Dietician 
Telephone  Reassurance 

MD-DO  Services 
Other  Medical  (Dentists, 
Optometrists) 

Counseling 

Information  and  Referral 

Physical  Therapy 
Occupational  Therapy 
Chiropody 
Nursing  Home 

Residential  Care 


Day  Care 
Friendly  Visiting 
Recreation 
Protective  Service 

Speech  and  Hearing 
Assessment  Service 
Foster  Care 
Meals  on  Wheels 

Congregate  Meals 
Case  Management 
Mental  Health 
Job  Assistance 
Housing  Assistance 
Sheltered  Employment 
Emergency  Care 
Pre-retirement  Counseling 
Equipment  Loan 
Shopping  Assistance 
Congregate  Housing 
Day  Health  Care 


Providers  of  Services 
General  Hospital 
Specialty  Hospital 
Nursing  Home 
Residential  Facility 
Hospice 

Mental  Health  Center 
Home  Health  Agency 
Homemaker  Agency 
Day  Hospital 
Day  Care  Center 
Sheltered  Workshop 
Hospital  Emergency  Room 

Neighborhood  Health  Center 
Multipurpose  Senior  Center 
HMO 

Public  Social  Service  Agency 
Public  Health  Agency 
Individual  Practitioners 
Voluntary  Social  Service  Agency 
Vocational  Rehabilitation 
Agency 

Employment  Agency 
Adult  Activity  Center  for 
Handicapped 
Library 

Recreation  Agency 
Public  Housing  Authority 
Public/Private  Transportation 
Company 
Halfway  House 
Foster  Home 
Church/Synogogue 
Community  Long-Term  Care 
Center 
Outreach 
Sitting  Service 
Escort  Service 
Laundry  Service 
Placement  Service 
Special  Support  Group 
Hospice  Care 

Night/Day  Partial  Hospital  or 
Residential  Care 
Family  Member 


Source:  Callahan,  James  Jr.,  "The  Organization  of  the  Long  Term  Care  System 
and  the  Potential  for  a Single  Agency  Option,"  Discussion  Paper  DP-16b, 
Brandels  University,  University  Health  Policy  Consortium,  February  1979 


55 


FIGURE  I A-5 

Long-Term  Care  System  Array  of  Functions 
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’Capital  letters  refer  to  management  levels 

Source:  Callahan,  James  J.,  Jr.,  “The  Organization  of  the  Long  Term  Care  System  and  the  Potential  for  a Single  Agency  Option,  Discussion  Pape 
Brandeis  University,  University  Health  Policy  Consortium  February,  1979 


FIGURE  I A-6 

Long-Term  Care  System  Agencies  Providing  System  Management  Components 
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Source-  Callahan,  James  J.,  Jr.,  “The  Organization  of  the  Long  Term  Care  System  and  the  Potential  for  a Single  Agency  Option,”  Discussion 
Paper  DP-16b,  Brandeis  University,  University  Health  Policy  Consortium,  February  1979 
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FIGURE  I A-9 
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Chapter  II 

Operations  Research 

by  Jeffrey  H.  Horen 

Introduction 

Thus  far  we  have  discussed  problems  in  long-term  care  from  the 
perspective  of  the  public  policymaker.  In  this  chapter,  we  shall 
discuss  operations  research,  a methodology  designed  to  analyze 
decision  problems,  and  its  uses  in  long-term  care. 

Why  should  we  be  interested  in  operations  research?  The 
previous  chapter  asserts  the  need  for  a systemic  view  of  long-term 
care.  As  in  other  fields,  the  formulation  of  a system  can  yield  deci- 
sion problems  that  were  previously  obscured  within  other  issues. 

For  example,  a public  policymaker  may  already  be  aware  of  the 
decision  of  whether  to  place  a patient  in  a nursing  home  or  a private 
home.  Suppose,  however,  that  under  a systemic  view  the  policy- 
maker envisions  nursing  homes  and  private  homes  as  two  com- 
ponents of  a system  of  long-term  care.  In  addition  to  the  question 
of  where  to  place  a certain  patient,  there  arise  questions  of  resource 
allocation  among  the  components.  For  example,  the  government 
could  provide  subsides  to  families  to  expand  home  care.  The  policy- 
maker may  not  have  considered  this  alternative  unless  the  systemic 
view  enabled  him  or  her  to  view  home  care  not  as  a fixed  entity,  but 
as  one  component  of  a system  that  could  be  altered  and  controlled. 

Thus  a systemic  view  can  show  us  new  decision  problems,  prob- 
lems that  can  be  analyzed  with  operations  research.  As  we  shall 
see,  the  modeling  approach  can  enhance  the  creative  scope  of  the 
public  policymaker. 

The  following  section  defines  operations  research  and  provides  a 
brief  background  on  the  subject.  The  next  two  sections  discuss  its 
applications  to  long-term  care  at  the  macro  and  institutional  levels, 
respectively.  The  final  section  assesses  the  likelihood  and  direction 
of  future  applications. 

What  is  Operations  Research? 

A succinct  definition  of  operations  research  is  offered  by  Harvey  M. 
Wagner  (1976)  as  a “scientific  approach  of  problem  solving  for 
executive  management.”  Application  of  operations  research,  also 
termed  management  sciene,  involves:  (1)  constructing  mathematical 
and  statistical  models  of  decision  problems  to  treat  complex  and 
uncertain  situations  and  (2)  analyzing  the  relationships  that  deter- 
mine the  probable  future  consequences  and  devising  appropriate 


measures  of  effectiveness  to  evaluate  the  relative  merit  of  alternative 
actions. 

Although  its  scientific  origins  and  mathematical  development  of 
some  areas  started  in  the  late  1800s,  operations  research  (OR)  was 
first  named  and  considered  as  a separate  field  in  World  War  II.  (The 
term  originated  with  the  development  of  radar  in  the  Battle  of  Britain; 
a team  of  scientists  conducted  research  to  make  radar  operational.) 
After  World  War  II,  mathematical  models  for  decision  making  spread 
from  defense  to  other  sectors  of  government  and  to  business.  This 
spread  was  accelerated  by  theoretical  advances  and  by  the  rapid 
development  of  high-speed  digital  computers. 

The  environment  most  conducive  to  the  application  of  OR  is  one 
that  is  complex  in  nature,  producing  interesting  problems,  but  cen- 
trally controlled,  allowing  effective  implementation  of  solutions.  As 
we  shall  see,  this  description  applies  to  some,  but  not  all,  health 
care  systems. 

In  the  development  of  OR,  certain  typical  decision  problems  have 
been  identified  and  linked  with  appropriate  models.  These  “classical” 
models  often  serve  as  starting  points  for  analyzing  new  situations. 
Some  common  types  of  models  include: 

(1)  simulation — representing  the  behavior  of  a system  over  time  by 
experimenting  with  a numerical  model, 

(2)  linear  programing — calculating  the  mix  of  activities  which  best 
contributes  to  a quantifiable  objective  while  satisfying  certain 
constraints, 

(3)  combinatorial  models — dealing  with  situations  where  there  are 
many  combinations  of  decisions  from  which  to  choose, 

(4)  stochastic  models — dealing  with  probabilities,  and 

(5)  decision  analysis — statistically  analyzing  decisions  in  uncertain 
environments. 

In  the  Appendix  to  this  chapter,  we  very  briefly  describe  the  gen- 
eral linear  programing  model  that  is  applied  in  some  examples 
below.  However,  complete  description  of  any  of  the  types  of  models 
just  cited  is  beyond  the  scope  of  this  chapter.  We  refer  the  interested 
reader  to  any  standard  OR  textbook.1 

Operations  Research  in  Long-Term  Care 

Operations  research  was  first  applied  to  the  health  care  field  in  the 
late  1950s.  Models  were  developed  for  such  diverse  areas  as  blood 
banks,  hospital  staffs  and  ambulance  deployment.  Since  1970,  OR  in 
health  care  has  grown  rapidly  for  several  reasons.  (More  than  75  per- 
cent of  the  published  OR  studies  in  health  care  have  been  done  since 
1970,  according  to  Marshall  and  Richards,  1978.) 

1 See,  for  example,  Budnick,  Mojena,  and  Vollmann  (1978),  Hillier  and 
Lieberman  (1967),  or  Wagner  (1976). 
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First,  the  health  care  field  has  greatly  increased  in  complexity  and 
size  and  is  currently  the  second  largest  industry  in  the  U.S.  Second, 
there  has  been  a trend  toward  greater  organization.  The  shift  has 
been  away  from  the  concept  of  a single  physician  operating  his  or 
her  practice  to  a broader  view  of  a system  of  aggregated  and  inter- 
acting health  facilities. 

Third,  the  predominance  of  payment  for  health  services  by  third 
parties  has  changed  the  dealing  from  between  a provider  and  single 
consumers  to  a provider  and  large  government  or  large  health  in- 
surance companies.  These  purchasing  organizations,  reacting  to 
growing  costs,  are  using  their  bargaining  power  to  require  new  levels 
of  efficiency  by  the  providers.  Furthermore,  the  organizations  have 
also  collected  data  that  can  form  the  basis  for  new  management 
science  techniques.  Thus  we  see  a trend  toward  large  systems  that 
are  more  centrally  controlled  and  thereby  more  conducive  to  OR. 

All  of  these  reasons  for  the  growth  of  OR  in  health  care  are  par- 
ticularly valid  for  long-term  care.  As  outlined  in  Chapter  XVII,  long- 
term care  facilities  have  grown  rapidly  in  number  since  1960  and 
are  operated  on  a larger  scale  than  ever  before.  Third-party  pay- 
ments, notably  under  Medicaid,  have  consolidated  the  concern  for 
cutting  costs,  and  the  power  to  do  so,  to  single  groups — State  and 
Federal  governments.  (One  may,  of  course,  note  that  the  last  reason, 
the  growth  of  payments  by  third  parties,  is  a major  cause  of  the  other 
phenomena — larger  scale  operations  and  increasing  concern  for 
cutting  costs.) 

In  the  following  sections  we  shall  consider  OR  models  at  both  the 
macro  level  and  the  micro,  or  institutional,  level.  For  each  level  we 
shall  look  at  OR  studies  that  have  been  done  and  then  suggest  other 
OR  applications.  Finally,  we  shall  discuss  the  necessary  prerequi- 
sites for  more  applications  of  OR  in  long-term  care. 

Macro  Models 

Models  in  long-term  care  at  the  macro  level  focus  on  the  system 
of  long-term  care  as  a whole — its  inputs  and  outputs  and  its  relation 
to  the  overall  system  of  health  care.  Most  OR  studies  at  the  macro 
level  consider  long-term  care  as  part  of  an  overall  system  of  health 
care  for  the  community.  Generally,  these  models  analyze  allocation 
of  resources  among  competing  types  of  care  and  groups  of  patients. 

Linear  Programing-Balance  of  Care 

One  advantage  of  a systemic  approach  to  a problem  is  that  de- 
cision-makers become  aware  not  only  of  the  effects  of  their  decisions 
on  their  own  areas  but  also  on  related  components  of  the  system. 
For  example,  one  may  consider  different  types  of  long-term  care  to 
best  meet  the  needs  of  a group  of  elderly  patients.  Obviously,  de- 
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TABLE  11-1 

Alternative  Care  Options  and  Resource  Requirements 
for  One  Category1  of  Elderly  Patients 


Alternative  Care  Options  (/) 

Location 

1 

2 

3 

4 

5 6 

Special  Housing  Place 
Own  Home 

X 

X 

X 

X 

X X 

Resource  (k) 

1.  Nurse  (visits  per  week) 

4 

4 

5 

4 

4 5 

2.  Part-Time  Domestic  Help  (hours  per  week) 

3.  Meals  Delivered  to  Patient’s  Home 

3 

3 

4 

4 

4 5 

(per  week) 

1 

1 

4 

1 

1 4 

4.  Attendance  at  Psychiatric  Day  Hospital 

(times  per  week) 

3 

3 

5.  Attendance  at  Geriatric  Day  Hospital 

(times  per  week) 

3 

3 

1 The  category  contains  those  who  live  with  others  and  have  poor  housing,  physical  handi- 
caps, and  moderate  to  severe  dementia. 

Source:  McDonald,  Cuddeford,  and  Beale  (1974). 


voting  more  resources  to  one  type  of  care  draws  resources  from 
other  types.  But  in  a systemic  view,  one  realizes  also  that  devoting 
more  resources  to  one  or  all  types  of  long-term  care  can  also  take 
resources  from,  and  therefore  detract  from,  other  areas  of  health 
care.  For  example,  more  nurses  in  nursing  homes  may  mean  fewer 
nurses  in  hospitals  to  tend  younger  patients. 

One  example  of  a systems  model  that  includes  long-term  care  as  a 
component  is  a linear  programing  model  by  McDonald,  Cuddeford, 
and  Beale  (1974),  used  in  a project  for  the  Department  of  Health 
and  Social  Security  in  Great  Britain.  This  model  is  a typical  resource- 
allocation  model,  in  that  alternative  options  of  care  are  envisioned 
as  competing  for  a fixed  set  of  resources.  The  model  measures  the 
costs  of  alternative  patterns  of  care  and  finds  a minimum-cost 
combination. 

In  reality,  each  patient  in  a health  care  system  may  require  in- 
dividually specified  quantities  of  resources  for  a given  option  of  care 
at  a given  time.  Furthermore,  the  set  of  options  of  care  may  depend 
on  the  individual.  To  simplify  this  setting,  McDonald’s  model  cate- 
gorizes health  care  users  into  150  groups.  Each  group  represents 
a set  of  related  patient  types  and  has  certain  alternative  options  of 
care.  Each  option  of  care  requires  certain  quantities  of  any  of  38 
specified  resources.  Thus,  McDonald’s  model  reduces  the  set  of 
patients  into  a manageable  number  of  groups  and  reduces  a con- 
tinuum of  treatments  into  a specified  set  of  options  of  care. 

Thirty-four  of  McDonald’s  150  categories  are  for  elderly  patients. 
Table  11-1  shows  six  options  of  care  for  one  category  of  elderly 
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patients  that  requires  five  of  the  resources.  In  this  example,  three 
options  involve  a nursing  home,  and  three  options  involve  the 
patient’s  own  home.  The  numbers  in  Table  11-1  are  the  units  of  each 
relevant  resource  that  a week  of  care  requires  under  each  care 
option.  For  example,  Table  11-1  shows  that  the  weekly  needs  of  a 
patient  using  Option  2 are  four  nurse  visits,  three  hours  of  part-time 
domestic  help,  one  meal  delivered,  and  three  visits  to  a geriatric  day 
hospital.  The  model  assumes  that  the  consumption  of  resources  in 
each  category  is  linear  with  respect  to  the  number  of  patients  in  the 
category.  For  example,  five  patients  using  Option  3 will  require  5x4 
nurse  visits,  5X3  hours  of  part-time  domestic  help,  5X1  meals 
delivered,  and  5x3  visits  to  a geriatric  day  hospital. 

Below  is  McDonald’s  formulation  of  the  decision  problem  of  finding 
a least-cost  allocation  of  patients  to  types  of  care. 

minimize  z =XC*  X ^Uijk  xiy  (1) 

fc  f j 

subject  to  Xx«  ^ D{  for  all  /, 

j 

X)  Z um  xa  ^ for  aM  k - and 

i j 

Xy  ^ 0 for  all  /,  /', 

where  / = 1,  2, . . . , 150  is  a category  of  patient, 
j is  an  alternative  option  for  care, 
k = 1,  2, . . . , 38  is  a resource, 

Xy  is  the  number  of  patients  from  category  / to  be  treated  with 
alternative  /, 

Ck  is  the  unit  cost  of  resource  k, 

Uijk  is  the  usage  of  resource  k per  patient  from  category  / 
under  alternative  /, 

D;  is  the  number  of  patients  in  category  /',  and 
Bk  is  the  amount  of  resource  k available. 

The  decision  variable  is  xi;.  The  unit  costs  per  resource  Ck  were 
taken  from  previous  studies  or  estimates  by  regression  analysis.  The 
l/yifcS  are  the  unit  resource  requirements  for  the  options  of  care; 
Table  11-1  lists  some  of  these  values.  For  example,  suppose  that  we 
index  the  patient  category  in  Table  11-1  as  / = 1,  the  care  options  as 
/ = 1,2 6,  and  the  resources  as  k = 1,2,  . . . , 5.  Then  accord- 

ing to  Table  11-1,  U123  — 1. 

The  first  constraint  in  (1)  ensures  that  all  patients  in  all  categories 
receive  care.  The  second  constraint  limits  any  possible  decision 
not  to  exceed  the  supply  of  available  resources. 
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The  solution  to  the  linear  program  (1)  gives  values  of  x0  that 
specify  the  appropriate  patterns  of  care.  McDonald  et  al  (1974) 
found  that  their  data  did  not  yield  a feasible  solution  to  (1);  that  is, 
available  resources  cannot  satisfy  the  “potential”  demand  for  health 
care.  Accordingly,  McDonald  et  al  subsequently  modified  the  prob- 
lem by  reducing  the  resource  usage  factors  to  smaller  but  still  “ac- 
ceptable” levels  of  care  and  also  reducing  the  demand  levels  by 
uniform  percentages  until  a feasible  solution  was  reached.  The  re- 
sulting solutions  showed  that,  for  example,  100  percent  of  the  original 
level  of  care  could  be  provided  for  40  percent  of  the  patients;  al- 
ternatively, 50  percent  of  the  original  level  of  care  could  be  provided 
for  50  percent  of  the  patients.  OR  models  frequently  produce  such 
information  as  by-products  of  their  main  objectives. 

Expanding  on  this  concept  of  flexible  patient  requirements,  Mc- 
Donald et  al  (1974)  propose  (but  do  not  solve)  an  expansion  of  model 
(1)  by  replacing  the  fixed  parameters  Dt  representing  patient  demand 
with  decision  variables  d4.  They  introduce  an  inferred-worth  function 
g^d;),  defined  as  the  value  of  meeting  demand  of  dt  patients  in  cate- 
gory i.  The  resulting  non-linear  program2  is 

maximize  V (dj  - ^Uijk  xi}  (2) 

i k i j 

subject  to  Yhxn  — for  3,1  i> 

i 

2 Tjum  xn  ^ for  al1  *.  and 
Xij ^>0, di  < 0 for  /,  /. 

The  objective  V represents  the  net  inferred  worth — value  minus 
cost — of  a given  allocation  of  patients.  Unlike  D*  in  (1),  dt  is  now  a 
decision  variable.  This  approach  is  interesting  because  it  regards 
the  demand  for  health  care  (including  long-term  care)  not  as  an 
absolute  “need”  but  as  a goal  that  can  be  met  in  varying  degrees, 
depending  on  the  costs  and  benefits. 

As  one  might  suppose,  the  functions  g/dj  would  be  difficult  to 
estimate.  McDonald  et  al  propose  to  fit  each  g,  to  the  data  by  (a)  as- 
suming that  gL  has  constant  elasticity  with  respect  to  satisfied  de- 
mand and  therefore  is  of  the  form: 

g4  (dt)  = oti  dj3,  where  <**  and  /3  are  constants  (3) 


2 A non-linear  program  is  a generalization  of  a linear  program.  It  is  formu- 
lated as  the  maximization  or  minimization  of  an  arbitrary  function  of  many 
variables  subject  to  any  number  of  arbitrary  equality  or  inequality  constraints 
involving  these  variables.  Problem  (1)  is  not  a linear  program  unless  the 

functions  g^cQ  are  linear. 
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and  (b)  fixing  a value  g/DJ  = m,  where  ^ is  the  value  of  the 
LaGrange  multiplier  in  the  /th  equation  of  (I).3 

Assumption  (a)  is  rather  restrictive.  The  authors  specify  the 
functional  form  of  gt  and  also  must  state  a numerical  value  of  elasti- 
city [given  by  the  parameters  and  (3  in  (3)]  to  solve  (2).  However, 
the  model  is  of  interest  because  one  can  use  it  to  infer  the  “ideal” 
levels  dt  of  health  care  demand  to  be  met  from  the  decisions  of 
patterns  of  care  made  for  the  current  levels  D;  of  demand. 

The  linear  programing  approach  in  problems  involving  allocation 
of  resources  is  a powerful  tool.  Without  it,  problems  such  as  (1)  with 
an  infinite  number  of  possible  decisions  (patterns  of  care)  would 
not  be  solvable.  A decision-maker  may  be  able  to  choose  the  “best” 
option  of  care  for  one  class  of  patients,  such  as  that  shown  in 
Table  11-1,  given  a fixed  set  of  resources.  But  only  through  linear 
programing  can  he  or  she  model  and  solve  a problem  where  the 
same  resources  cover  many  groups  of  patients.  Because  it  accounts 
for  this  interaction  of  patient  groups,  the  LP  method  is  particularly 
well  suited  to  modeling  a systems  approach. 

Institutional  Models 

Institutional,  or  micro,  models  of  long-term  care  focus  on  the 
operations  of  an  economic  unit  such  as  a nursing  home  or  a part- 
time  domestic  help  program  in  a community.  In  this  section,  we 
suggest  two  OR  models  that  can  be  adapted  to  describe  institutions 
in  long-term  care.  The  first  concerns  allocation  of  nursing  staffs  in 
hospitals  and  can  also  apply  to  nursing  staffs  in  nursing  homes.  The 
second  model,  used  to  compare  efficiency  of  educational  units,  can 
also  be  used  to  compare  the  efficacy  of  long-term  care  institutions. 

Referring  to  the  systemic  point  of  view,  a micro  model  does  not 
explicitly  cover  the  interdependence  of  the  relevant  economic  unit 
with  other  units  in  the  system.  However,  this  interdependence  must 
be  considered  and,  as  we  will  show,  it  can  be  implicitly  incorporated 
into  a micro  model. 

Integer  Programing— Personnel  Staffing 

An  integer  program  is  a linear  program  with  the  additional  restric- 
tion that  some  or  all  of  the  decision  variables  be  integer  values.  The 
following  example  is  an  integer  programing  model  of  a personnel 
staffing  decision  problem. 


3 The  LaGrange  multiplier  or  “shadow  price”  wi  is  the  marginal  change  in 
the  minimum  cost  linear  programing  (LP)  solution  resulting  from  a change  in 
the  value  of  the  right-hand  side  of  the  /th  constraint.  The  values  of  the 
LaGrange  multipliers  can  be  obtained  as  a by-product  of  the  LP  solution. 
For  more  information  on  LaGrange  multipliers,  we  refer  the  reader  to  any 
standard  OR  or  LP  textbook. 
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TABLE  11-2 

Classification  of  Nursing  Tasks 


Task  Type 


Description 


1 

2 

3 

4 

5 

6 
7 


Highly  technical  tasks  for  high  care  patients 

Highly  technical  tasks  for  intermediate  care  patients 

Highly  technical  tasks  for  self  care  patients 

Less  highly  technical  tasks  for  high  care  patients 

Less  highly  technical  tasks  for  intermediate  care  patients 

Less  highly  technical  tasks  for  self  care  patients 

Evaluation  of  patient  need  and  assignment 

Supervising  and  teaching 

Tasks  preparatory  to  highly  technical  tasks 

Tasks  preparatory  to  less  highly  technical  tasks 

Clerical  tasks  directly  related  to  patient  care 

Clerical  tasks  less  directly  related  to  patient  care 

Medical  record  notation 

Housekeeping 

Escorting  and  emergency  checks 
Maintenance,  checking,  ordering 


8 


9 


10 

11 

12 

13 

14 

15 


16 


Source:  Wolfe  and  Young  (1965) 


The  staffing  of  nursing  personnel  is  important  to  hospital  adminis- 
trators because  their  salary  cost  is  approximately  one-third  of  the 
total  hospital  budget.  The  following  model  was  used  by  Wolfe  and 
Young  (1965)  for  hospitals  and  can  also  be  applied  to  nursing  homes, 
where  salary  costs  are  even  larger.4 

The  work  of  different  skill  levels  of  nurses  overlaps  in  some  areas. 
For  example,  both  a registered  nurse  (RN)  and  a licensed  practical 
nurse  (LPN)  may  be  able  to  keep  medical  records  for  a patient, 
although  the  RN  may  do  it  more  efficiently.  With  this  in  mind,  the 
hospital  (or  nursing  home)  administrator  may  want  to  change  his/her 
staffing  to  reduce  staffing  costs  while  adequately  meeting  the 
patients’  needs. 

To  model  this  problem,  we  assume  that  there  are  three  skill  levels: 
registered  nurse  (RN),  licensed  practical  nurse  (LPN),  and  nurse’s 
aide  (AIDE)  that  can  be  scheduled  in  an  eight  hour  shift.  To  repre- 
sent the  fact  that  different  skill  levels  can  do  different  sets  of  tasks, 
Wolfe  and  Young  classify  the  patient  care  tasks  into  16  categories, 
as  shown  in  Table  11-2. 

We  shall  formulate  constraints  that  represent  the  requirement  that 
all  tasks  be  covered.  Let  / denote  the  skill  class  with  values 


4 According  to  the  1977  National  Nursing  Home  Survey  (National  Center  for 
Health  Statistics,  1979),  salary  costs  constituted  60  percent  of  all  nursing 
home  costs. 


1 if  RN 

2 if  LPN 

3 if  AIDE 
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and  let  / = 1,  2,  ....  16  denote  the  categories  of  tasks  listed  in 
Table  11-2.  The  decision  variable  given  by  X0  represents  the  number 
of  nurse  shifts  (a  nurse  shift  is  eight  nurse-hours)  of  skill  class  / per- 
forming task  j.  The  Xys  can  be  fractions.  Let  be  the  total  number 
of  nurse  shifts  needed  for  task  j over  an  eight-hour  period.  (Sy  is  not 
a decision  variable.)  Then  the  coverage  requirement  is  represented 
by 

3 

X Xy  > Bj,  for  / = 1,2,...  ,16  (4) 

< = i 

Since  nurses  can  only  be  hired  in  whole  numbers,  we  also  require 
that 

16 

X Xy  = 0, 1,  2 for / = 1,  2,  3 (5) 

i = l 

Because  some  skill  classes  may  perform  certain  tasks  better  than 
other  classes,  Wolfe  and  Young  assign  a “cost”  cu  representing  the 
dollar  value  in  the  loss  of  quality  of  a nurse  of  skill  class  i performing 
task  j over  one  shift.  For  example,  if  RNs  can  perform  task  1 statis- 
factorily,  Cu  = 0.  If  LPNs  can  perform  the  task  with  some  difficulty 
and  AIDEs  cannot  do  it  at  all,  C21  may  be  positive  and  C31  may  be 
very  high. 

As  with  McDonald’s  model,  this  model  has  some  simplifying 
assumptions.  For  example,  the  tasks  for  a nurse  are  numerous  and 
varied;  the  model  puts  them  in  16  groups.  The  capability  of  doing 
any  task  almost  certainly  varies  with  the  individual;  the  model 
assumes  that  all  personnel  in  a given  skill  level  perform  the  same 
task  equally.  As  with  any  other  OR  model,  such  assumptions  make 
it  possible  to  formulate  the  staffing  problem.  The  researcher  and 
administrator  must  judge  the  plausibility  of  these  assumptions. 

Let  S£  be  the  salary  cost  of  a skill  i nurse  for  one  shift.  The  formu- 
lation is  then: 


minimize  X X (Si  + Cy)  Xy  (6) 

f =i  j= i 

subject  to  (4),  (5),  and 

Xy  > 0 (7) 

The  problem  is  an  integer  programing  problem  because  of  (5).  The 
resulting  solution  will  give  values  of  Xu  that  describe  the  amounts  of 
each  skill  level  to  assign  to  each  task. 

Of  course,  the  costs  Cy  must  be  estimated  by  staff  and  adminis- 
trators. As  Wolfe  and  Young  suggest,  we  can  solve  the  problem  for 
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“cautious”  C ij  (where,  for  example,  only  RNs  can  do  all  tasks)  and 
then  more  “liberal”  Cy,  and  then  observe  the  change  in  the  resulting 
schedules. 

As  stated  before,  the  institutional  model  cannot  fully  represent  the 
interdependence  between  the  institution  and  other  units.  For  exam- 
ple, the  administrator  of  a nursing  home  has  some  control  over  the 
patient  load.  From  a systemic  view,  any  change  in  the  patient  load 
of  the  nursing  home  affects  the  other  components  of  the  long-term 
care  system.  The  micro  model  does  not  account  for  the  other  com- 
ponents. Instead,  we  assume  that  the  patient  load  is  fixed  and 
therefore  the  requirements  Bj  are  also  fixed. 

If  the  model  is  solved  for  a given  set  of  requirements  Bjt  and  the 
health  care  planner  considers  a different  patient  load,  he  or  she 
can  make  an  alternative  set  of  requirements  and  solve  the  altered 
problem.  By  comparing  solutions,  he/she  can  measure  the  effect 
of  the  change  in  the  patient  load.  Thus  the  micro  model  can  be 
used  in  analyzing  the  system. 

Mathematical  Programing— Measuring  Efficiency  of  Institutions 

Various  studies  in  health  care  focus  on  the  “efficiency”  or  “pro- 
ductivity” of  individuals,  programs,  or  institutions.  These  analyses 
relate  quantities  of  “outputs”  (for  example,  patient  days,  caseloads, 
trained  nurses)  to  inputs  (such  as  man  hours,  operations,  meals). 
Two  major  problems  often  arise  in  such  studies.  First,  some  desired 
outputs  such  as  “quality  of  care”  may  be  difficult  to  measure.  Sec- 
ond, it  is  necessary  to  compare  different  kinds  of  outputs.  For 
example,  for  the  same  quantities  of  inputs,  is  it  better  to  have  one 
nursing  home  with  100  happy  patients  or  200  unhappy  patients? 

Most  analyses  treat  the  latter  problem  either  by  narrowing  the 
scope  to  one  output  or  objective  or  by  aggregating  the  outputs  into 
one  objective.  Reducing  the  analysis  to  one  output  may  facilitate 
comparison,  but  such  a restriction  can  be  misleading.  Alternatively, 
aggregating  the  outputs  requires  that  the  outputs  be  numerically 
weighted.  Usually  such  weights  are  arbitrary.  Charnes,  Cooper,  and 
Rhodes  (1978)  developed  a model  for  measuring  efficiency  of 
decision-making  units  that  avoids  both  problems.  The  model  eval- 
uates activities  of  non-profit  entities  participating  in  public  programs. 
Charnes  and  Cooper  (1979)  applied  the  model  to  public  school 
systems.  We  can  also  apply  it  to  long-term  care  facilities  (and  other 
health  care  decision-making  units).  Below  we  outline  the  general 
model. 

Suppose  that  there  are  n long-term  care  facilities  that  we  wish  to 
evaluate,  each  with  s different  inputs  and  m different  outputs. 
Charnes  et  al  define  and  justify  the  following  measures  of  efficiency. 
Let  Yrj  denote  the  quantity  of  the  rth  output  and  Xy  the  quantity 
of  the  /th  input  for  facility  j.  If  0 is  the  index  of  the  unit  to  evaluate, 
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then  the  value  h0  of  0’s  efficiency  is  the  solution  to  the  mathematical 
program.5 


subject  to  UrYrj  — 'jjrviXij  < 0,  for/'  = 1,  2, . . . , n,  (8) 


This  definition  of  efficiency,  which  Charnes  et  al  discuss  in  detail, 
yields  values  of  h0  between  0 and  1.  Essentially,  (8)  shows  the  ratio 
of  outputs  to  inputs  for  unit  0 relative  to  the  best  linear  combination 
of  the  other  units. 

To  illustrate  the  meaning  of  (8),  we  use  a simple  example  with 
two  inputs  and  one  output.  Consider  a set  of  community  programs  of 
non-institutional  care  with  inputs  Xlt  part-time  domestic  help  (in 
man  hours  per  week),  and  X2,  meals  delivered  to  the  patient’s  own 
home  (per  week),  and  one  output,  Y,  home  care  (in  “units”).  Fig- 
ure 11-1  shows  inputs  for  five  programs  of  care.  Each  vector  P7  repre- 
sents the  quantity  of  each  input  required  to  produce  one  unit  of  care. 
For  example,  P5  = (|)  means  that  one  unit  of  output  for  program  5 
requires  two  hours  per  week  of  domestic  help  and  eight  meals 
delivered. 

The  heavy  broken  line  in  Figure  11-1  is  the  “lower  envelope”  of 
points.6  This  line  relates  to  formulation  (8)  as  follows.  One  can 
show  that  the  points  on  this  curve  Pu  P3,  and  P5  have  values  of 
efficiency  hx  = h3  = h5  = 1.  That  is,  they  are  the  most  efficient.  The 
values  of  h2  and  h4  are  less  than  1.  In  particular,  one  can  show 
from  (8)  that  P2  has  efficiency 


We  can  also  show  that  h2  = 14/15  either  by  the  geometry  in  Fig- 
ure 11-1  or  by  solving  (8)  and  interpret  this  value  as  follows:  One  unit 
of  care  from  program  2 currently  requires  three  hours  of  domestic 
help  and  one  meal  per  week.  By  taking  a certain  linear  combination 
of  units  of  care  from  programs  1 and  3 in  a manner  that  gives  the 
input  vector  P2'  in  Figure  11-1  (on  the  straight  line  connecting  P4  and 
P3),  we  can  produce  one  unit  of  care  with  only  14/15  of  the  resources 

5 Formulation  (8)  is  not  a linear  program  because  the  objective  function 
h0  is  a quotient.  However,  Charnes  et  al  show  how  to  transform  (8)  into  an 
equivalent  problem  that  is  an  LP.  Thus  we  can  find  h0  by  using  the  method- 
ology for  solving  linear  programs. 

6 We  can  envision  the  lower  envelope  as  the  shape  that  a flexible  string 
would  take  if  it  were  pulled  tightly  under  the  points  in  Figure  11-1  without 
crossing  any  point. 


s 


m 


and  Ur>  0,  Vf  > 0 for  all  r and  i 


distance  from  A to  P2' 
distance  from  A to  P2 
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FIGURE  11-1 
Efficiency  Points 


Part  Time  Domestic  Help 
(hours  per  week) 
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needed  by  program  2,  that  is,  5.6  hours  of  domestic  help  and  2.8 
meals.  Therefore,  we  can  send  all  of  the  patients  in  program  2 
to  programs  1 and  3 and  require  fewer  resources.  In  this  manner 
we  can  consider  program  2 as  being  less  than  maximally  efficient. 

Thus  far,  we  have  avoided  a major  question  in  our  formulation  of 
efficiency:  How  are  “units”  of  long-term  care  defined?  Finding  a 
quantifiable  measure  of  outcome  is  a major  bottleneck  for  applying 
OR  to  long-term  care  and  more  generally  in  applying  quantitative 
analysis  to  health  care.  For  this  model,  we  suggest  a change  in 
health  status  of  the  nursing  home  patients  over  a specified  period  of 
time,  say  a year,  where  the  health  status  is  measured  by  an  index. 
For  example,  Mitchell  (1978)  uses  a change  in  a behavioral  index  of 
health  status  to  compare  the  outcomes  of  three  alternative  long-term 
care  settings  in  the  Veterans  Administration.  This  approach  is  com- 
parable to  Charnes  et  al  using  changes  in  test  scores  as  a measure 
of  outcome  for  educational  institutions.  Developing  an  adequate 
index  of  health  status,  however,  is  still  a topic  of  considerable  dis- 
cussion among  health  planners.7 

Other  Studies 

The  studies  discussed  earlier  are  examples  of  complete  OR  analy- 
ses. For  each  problem,  we  formulate  the  model,  specify  the  set  of 
alternative  decisions,  quantify  the  consequences  of  the  decisions, 
and  obtain  a solution. 

There  are  many  studies  which  go  through  some,  but  not  all,  of 
these  steps.  These  are  grouped  under  the  more  general  term  “quan- 
titative analysis.”  For  example,  Mitchell  (1978)  assesses  the  change 
in  health  status  for  Veterans  Administration  patients  who  are  trans- 
ferred to  three  alternative  long-term  care  settings.  This  comparison 
would  be  useful  in  a decision  model  of  assigning  patients  to  settings 
in  which  costs  were  incorporated.  Kane  et  al  (1981)  model  the 
level-of-care  decisions  of  physicians  and  nurses  who  place  patients 
in  nursing  homes.  The  two  descriptive  models  are  an  algorithm  and 
a linear  regression.  Either  model  could  be  used  to  develop  a more 
complete  normative  model  to  optimize  or  improve  the  placement  of 
long-term  care  patients. 

Operations  Research  and  Long-Term  Care- 
Summary  and  Outlook 

In  view  of  the  growing  importance  of  long-term  care  within  the 
field  of  health  care,  and  the  many  successful  applications  of  OR  in 


7 For  example,  the  Winter  1976  issue  of  Health  Services  Research  is  de- 
voted to  studies  of  such  indexes. 
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other  areas  of  health  care,  we  may  ask  why  there  are  not  more  OR 
studies  in  long-term  care.  We  attribute  this  relative  paucity  to  the 
nature  of  long-term  care. 

On  the  the  macro  level,  long-term  care  should  be  viewed  as  one 
component  of  an  overall  system  of  health  care.  As  stated  before, 
then,  any  macro  level  study  involving  long-term  care  would  not  be 
restricted  to  this  field.  Alternatively,  on  the  institutional,  or  micro, 
level,  a nursing  home  is  similar  in  structure  to  a ward  in  a hospital. 
Therefore,  we  can  model  many  features  in  the  operation  of  a nursing 
home,  such  as  staffing  and  inventory  of  supplies,  by  directly  applying 
OR  models  for  hospitals.  No  conceptual  change  is  needed.  Also,  a 
nursing  home  is  simpler  than  a hospital  and  is  easier  to  run,  so  it  is 
less  likely  to  require  analysis  of  systems. 

We  interject  that,  although  we  may  not  need  new  methodology  on 
the  institutional  level,  nursing  homes  may  yet  benefit  from  more 
widespread  application  of  the  standard  OR  models  for  hospitals. 
At  present,  there  are  no  published  studies  measuring  the  extent  of 
OR  practice  in  nursing  homes.  However,  analysts  in  nursing  homes 
are  reported  to  be  using  OR  techniques  to  solve  problems  such  as 
scheduling  of  nurses. 

A second  reason  for  the  lack  of  OR  studies  is  that  systems  of 
long-term  care  are  in  general  not  centrally  controlled.  As  was  pre- 
viously mentioned,  central  control  is  more  conducive  to  application 
of  OR.  Therefore,  decision  models  of  systems  are  not  as  relevant 
in  long-term  care  as  in  other  fields. 

A final  and  major  reason  is  that  the  outcome  of  long-term  care  is 
difficult  to  evaluate,  as  we  mentioned  in  the  previous  section.  As 
useful  indexes  of  health  status  are  developed,  we  can  expect  more 
OR  studies. 

We  have  offered  justifications  for  not  having  more  OR  research 
in  long-term  care.  However,  the  benefits  of  an  OR  approach  often 
extend  beyond  the  intended  benefits  of  solving  the  stated  problem. 
The  modeling  process  can  often  illuminate  aspects  of  the  problem 
that  were  previously  overlooked. 

For  example,  the  OR  approach  forces  a formal  setting  of  goals. 
An  agent  of  a State  granting  the  certificate  of  need  to  a nursing 
home  may  apply  a queuing  model  with  the  intended  goals  of  high 
occupancy  and  low  costs  from  service  and  empty  beds.  But  the 
model  may  also  suggest  that  reducing  time  on  a waiting  list  is  a 
desirable  goal. 

As  another  example,  the  modeling  process  forces  the  planner  to 
enumerate  resources.  In  home  health  care,  part-time  domestic  help 
and  meals  delivered  to  the  home  are  obvious  resources.  But  one 
must  also  allow  for  services  of  administrators.  The  planner  of  a 
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community  program  may  overlook  this  resource,  but  an  OR  model 
would  draw  attention  to  it. 

In  addition,  the  OR  approach  may  enhance  the  creative  scope  of 
the  planner  of  long-term  care,  as  it  often  does  for  managers  in 
other  areas.  For  example,  as  we  discussed  for  macro  models, 
McDonald  et  al  (1974)  first  conceived  of  the  balance  of  care  problem 
as  a decision  of  allocating  scarce  resources  to  fixed  demands.  But 
the  formulation  led  them  to  change  the  demands  from  fixed  param- 
eters to  decision  variables  and  also  to  alter  the  previously  fixed 
quantities  of  resources.  Therefore,  the  modeling  process  of  OR  may 
yield  useful  insights  into  problems  in  long-term  care. 

Reiterating  our  assessment  of  future  studies,  the  development  of 
good  health  status  indexes,  combined  with  the  growing  interest  in 
long-term  care,  should  produce  a greater  number  of  successful 
applications  of  operations  research  in  long-term  care. 

Appendix 
Linear  Programing 

This  Appendix  gives  a very  brief  description  of  linear  programing 
(LP)  and  defines  the  common  terms.  For  a more  complete  descrip- 
tion we  refer  the  reader  to  any  standard  operations  research  text. 

Linear  programing  is  an  operations  research  technique  that 
models  problems  involving  allocation  of  resources  or  activities  as 
the  mathematical  problem  of  maximizing  or  minimizing  a linear 
function,  called  the  objective  function,  of  a set  of  variables. 

The  variables  can  have  integer  or  non-integer  values  and  are 
usually  restricted  to  being  non-negative.  In  addition,  the  variables 
must  satisfy  a set  of  linear  equalities  and/or  inequalities,  called 
constraints.  Below  is  an  example  of  an  LP  problem  with  three  varia- 
bles xu  x2,  and  x3  and  two  constraints. 

Minimize  z = 4xx  + 2x2  + x3  (9) 

subject  to  Xj  + x2  + x3  ^ 1 0 

2xx  + x2  + 0.5x3  g;  1 0 
Xj,  x2,  x3^0 

The  function  z to  be  minimized  is  the  objective  function.  A set  of 
values  of  the  variables  that  satisfy  the  constraints  of  an  LP  problem  is 
called  a feasible  solution.  In  the  example  given  here,  the  values 
Xi  = 4,  x2  = 3,  x3  = 0 make  a feasible  solution  because  they  satisfy 
both  inequality  constraints.  The  value  of  the  objective  z for  this 
feasible  solution  is  z = 4xj  + 2x2  + x3  = 4 x 4 + 2 x 3 + 0 = 22. 
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To  solve  an  LP,  we  must  find  the  feasible  solution  with  the  lowest 
value  of  z of  all  feasible  solutions.  This  solution  is  called  the  optimal 
solution.  The  optimal  solution  of  (9)  is  xx  = 5,  x2  = 0,  x3  = 0.  For 
this  solution,  z = 20,  which  is  the  lowest  z of  any  feasible  solution. 

In  practice,  most  LP  problems  have  many  more  variables  and 
constraints  than  shown  here.  The  optimal  solution  is  usually  not 
easy  to  see  at  first.  However,  there  is  a well-developed  methodology 
for  solving  LP  problems,  called  the  simplex  method.  Variations  of 
the  simplex  method  can  be  programed  on  a computer  and  handle 
LP  problems  with  hundreds  of  constraints  and  thousands  of  variables. 
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Chapter  III 

Demographic  and  Epidemiologic 
Determinants  of  Expenditures 

by  Korbin  Liu,  Kenneth  Manton,  and  Wiley  Alliston 

Introduction 

Increases  in  expenditures  for  long-term  care  in  the  United  States 
can  be  anticipated  as  a result  of  the  rapid  growth  of  the  elderly 
population.  Accurate  projections  of  the  magnitud^of  these  increases, 
however,  are  not  available  to  either  policymakers  or  the  general 
public.  This  problem  was  recognized  by  a recent  Congressional 
Budget  Office  (CBO)  report  on  long-term  care  for  the  elderly  and 
disabled: 

If  one  conclusion  may  be  drawn  from  this  paper,  it  is  that  much 
further  research  should  be  undertaken  to  assemble  the  data 
base  necessary  to  prepare  more  precise  estimates.  The  esti- 
mates contained  here  should  be  viewed  as  gross  orders  of 
magnitude  rather  than  precise  levels  of  expenditures  (CBO,  1977). 

There  are  many  factors  which  ultimately  affect  long-term  care 
expenditures.  These  include  the  characteristics  of  potential  users 
of  long-term  care  (for  example,  age  composition,  socioeconomic 
status,  health  status),  the  types  and  levels  of  services  available  (such 
as  numbers  and  geographic  distribution  of  nursing  homes  and  home 
health  providers),  and  governmental  policies  and  programs  (expand- 
ing or  contracting  entitlements,  reimbursement  policies,  etc.). 

Studies  to  forecast  long-term  care  expenditures  have  produced 
an  overly  broad  range  of  estimates  due  to  limitations  of  available  data 
and  the  lack  of  adequate  projection  strategies.  As  implied  by  the 
CBO,  there  is  no  ideal  data  base  with  which  to  make  these  important 
projections.  In  addition,  the  roles  and  interrelationships  of  essential 
determinants  of  long-term  care  expenditures  have  not  been  ade- 
quately conceptualized,  in  part  because  of  the  complexity  of  the 
problem  and  in  part  because  of  the  urgency  of  reaching  conclusions. 

To  obtain  improved  estimates  of  future  long-term  care  expendi- 
tures, it  will  be  necessary  to  carefully  examine  the  extensive  number 
and  variety  of  determinants  of  such  expenditures.  Careful  study  will 
also  minimize  oversight  of  important  interactions  which  can  result 
in  gross  or  erroneous  conclusions.  In  this  vein,  this  chapter  ad- 
dresses one  set  of  factors  important  in  determining  long-term  care 
expenditures — the  demographic  and  epidemiologic  characteristics  of 
the  elderly  population.  Specifically,  we  review  the  fertility  and  mor- 
tality processes  which  have  determined  the  size  and  composition 


81 


of  the  U.S.  elderly  population  and  explore  prospects  for  change  in 
the  future.  In  light  of  the  relatively  straightforward  information  avail- 
able on  this  aspect  of  the  problem,  our  intent  was  to  describe  the 
role  of  demographic  processes  in  determining  potential  long-term 
care  requirements.  In  contrast,  information  on  the  epidemiologic 
characteristics  of  the  elderly  population — morbidity  and  disability — is 
much  more  elusive.  Morbidity  can  be  defined  as  both  the  underlying 
degenerative  processes  (which  may  be  clinically  latent)  and  more 
critical  acute  manifestations  of  such  processes.  Disability,  on  the 
other  hand,  is  the  functional  impairment  that  generally  results  from 
morbid  processes.  *Since  appropriate  data  are  less  readily  available 
on  these  dimensions  of  the  elderly  population,  our  discussion  of 
them  is  directed  toward  the  various  sources  and  potential  utility  of 
representative  data  for  use  in  forecasting  long-term  care  expendi- 
tures. In  bringing  together  the  demographic  and  epidemiologic 
characteristics  of  the  elderly,  in  the  final  section,  we  describe  how 
conventional  projection  strategies  employ  data  on  these  factors  and 
address  the  shortcomings  of  such  approaches.  As  we  will  show, 
both  the  available  data  and  the  projection  strategies  have  led  to  the 
overly  broad  range  of  currently  available  estimates  of  expenditures 
for  long-term  care.  In  recommending  new  approaches  to  obtain 
improved  estimates,  we  delineate  a set  of  criteria  for  employing 
demographic  and  epidemiologic  variables  in  long-term  care  fore- 
casting models. 

Requirements  for  Long-Term  Care 
Resulting  from  Demographic  Processes 

Long-term  care  requirements  are  determined,  in  large  part,  by  the 
size  and  composition  of  the  elderly  population  (65  + ).  As  a result 
of  prior  fertility  and  mortality  trends,  we  have  witnessed  a rapid 
growth  in  recent  decades  of  the  number  of  older  Americans.  The 
elderly  population  has  doubled  in  the  30  years  since  1950  and  is 
presently  estimated  to  be  25  million  (Table  111-1).  In  addition  to 
growth  in  absolute  numbers,  this  group  has  increased  at  a faster 
rate  than  the  U.S.  population  in  general.  While  those  age  65  and 
over  composed  8.1  percent  of  the  total  population  in  1950,  they 
now  constitute  11.2  percent.  Finally,  the  divergence  in  age-specific 
death  rates  by  sex  since  1900  has  increased  the  proportion  of  females 
to  males  in  the  elderly  population.  Among  those  85  and  older,  for 
example,  there  are  approximately  two  females  for  every  male. 

The  recent  rapid  growth  of  the  elderly  population  is  primarily  a 
function  of  the  historical  rise  in  the  numbers  of  births  up  to  the  early 
1920s.  Changes  in  mortality,  however,  have  also  contributed  sig- 
nificantly to  the  survival  of  these  cohorts  to  old  age.  Table  III— 2 
indicates  that  life  expectancy  has  been  increasing  steadily  since  the 
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TABLE  111-1 

U.S.  Population  from  65  Years  of  Age  and  Older: 

Number  and  Percent  of  Total  U.S.  Population  for  Selected  Years 


Year 

Number  (in  thousands) 

Percent  of  U.S.  Population1 

1950 

12,397 

8.1 

1960 

16,675 

9.3 

1970 

20,087 

9.9 

1976 

22,934 

10.7 

1980 

24,927 

11.2  (11.1  - 11.3) 

1990 

29,824 

12.2  (11.7  - 12.6) 

2000 

31,822 

12.2  (11.3  - 12.9) 

2010 

34,837 

12.7  (11.1  - 13.9) 

2020 

45,102 

15.5  (12.7  - 17.8) 

2030 

55,024 

18.3  (14.0  - 22.1) 

2040 

54,925 

17.8  (12.5  - 22.8) 

1 Estimates  for  1980  and  later  employ  the  Census  Bureau’s  fertility  assump- 
tion series  II;  numbers  in  parentheses  are  based  on  fertility  assumption 
series  I and  III,  respectively. 

Source:  Bureau  of  the  Census,  Series  P-23,  No.  78. 


beginning  of  the  20th  century.  Most  of  the  increase  in  the  first  half 
of  this  century  is  attributable  to  the  reduction  of  the  mortality  risk  of 
infectious  diseases  and  to  reductions  in  infant  and  maternal  mortality. 
Recent  increases  in  life  expectancy,  on  the  other  hand,  stem  from 
reductions  in  mortality  associated  with  chronic  diseases.  The  age- 
specific  implications  of  these  trends  may  be  illustrated  by  observing 
that  life  expectancy  at  birth  for  the  total  population  increased  48.8 
percent  (24  years)  during  the  period  1900  to  1977,  while  life  expec- 
tancy at  age  65  increased  only  38.9  percent  (4.4  years)  over  the 
same  period.  However,  in  recent  years  there  appears  to  have  been 
a greater  proportional  increase  in  life  expectancy  at  advanced  ages. 
Since  1965,  life  expectancy  at  birth  has  increased  only  4.3  percent 
(3  years),  while  life  expectancy  at  age  65  has  increased  11.6  percent 
(1.1  years).  In  assessing  mortality  trends  by  cause  of  death,  re- 
searchers have  observed  that  substantial  reductions  in  age-adjusted 
mortality  rates  are  due  to  declines  in  heart  and  cerebrovascular 
diseases,  both  of  which  are  particularly  prevalent  among  the  elderly. 

The  recent  positive  growth  of  the  elderly  population  is  expected  to 
continue.  However,  the  rate  of  increase  will  probably  not  be  as  rapid 
as  before.  On  the  basis  of  Census  Bureau  estimates  (Siegel,  1979), 
for  example,  the  next  doubling  of  the  population  in  that  age  group 
will  require  approximately  45  years.  Once  again,  prior  fertility  pat- 
terns will  be  a major  determinant  of  future  changes  in  the  proportion 
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TABLE  111-2 

Average  Remaining  Lifetime  at  Birth 
and  Age  65  by  Sex,  1900-1977 


Years 

Total 

Population 

White 

Males 

White 

Females 

Non-White  Non-White 
Males  Females 

At  Birth: 

1900-02 

49.2 

48.2 

51.1 

32.5 

35.0 

1929-31 

59.3 

59.1 

62.7 

47.6 

49.5 

1939-41 

63.6 

62.8 

67.3 

52.3 

55.6 

1949-51 

68.1 

66.3 

72.0 

58.9 

62.7 

1955 

69.5 

67.3 

73.6 

61.2 

65.9 

1959-61 

69.9 

67.6 

74.2 

61.5 

66.5 

1965 

70.2 

67.6 

74.7 

61.1 

67.4 

1969-71 

70.8 

68.0 

75.4 

61.0 

69.0 

1974 

71.9 

68.9 

76.6 

62.9 

71.2 

19771 

73.2 

70.0 

77.7 

64.6 

73.1 

At  Age  65: 

1900-02 

11.9 

11.5 

12.2 

10.4 

11.4 

1929-31 

12.3 

11.8 

12.8 

10.9 

12.2 

1939-41 

12.8 

12.1 

13.6 

12.2 

13.9 

1949-51 

13.8 

12.8 

15.0 

12.8 

14.5 

1955 

14.2 

12.9 

15.5 

13.2 

15.5 

1959-61 

14.4 

13.0 

15.9 

12.8 

15.1 

1965 

14.6 

12.9 

16.3 

12.6 

15.5 

1969-71 

15.0 

13.1 

16.9 

12.9 

16.1 

1974 

15.6 

13.4 

17.6 

13.4 

16.7 

19771 

16.3 

13.9 

18.4 

14.0 

17.8 

1 U.S.  Public  Health  Service,  Health,  1979. 

Source:  Bureau  of  the  Census,  Current  Population  Reports,  Series  P-23, 
No.  59. 


of  the  elderly  relative  to  the  total  U.S.  population.  These  changes 
will  be  characterized  by  two  phases.  In  the  next  three  decades,  the 
proportion  age  65  and  over  will  grow  slowly  as  a result  of  the 
depressed  fertility  rates  of  the  1920s  and  1930s;  about  2015,  how- 
ever, the  proportion  of  the  elderly  will  increase  dramatically  as  a 
function  of  the  entry  of  the  post-World  War  II  “baby  boom”  cohorts 
into  the  65  and  over  age  group.  By  2030,  the  elderly  will  compose 
more  than  18  percent  of  the  total  U.S.  population,  given  the  current 
fertility  rate  schedule.  Moreover,  we  can  expect  significant  changes 
in  the  mean  age  of  the  individuals  who  compose  the  65+  popula- 
tion in  the  coming  decades.  Table  II I— 3 shows,  for  example,  that 
while  the  65  to  74  “young-olds”  will  increase  at  about  the  same  rate 
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TABLE  111-3 

Decennial  Percent  Increase  of  Population 
by  Selected  Age  Groups:  1950-2010 


Year 

All  Ages 

65-74 

75-84 

85  + 

1950-1960 

18.7 

30.1 

41.2 

59.3 

1960-1970 

13.4 

13.0 

31.7 

52.3 

1970-1 980 1 

8.7 

23.4 

14.2 

44.6 

1980-1 990 1 

10.0 

13.8 

26.6 

20.1 

1 990-2000 1 

7.1 

-2.6 

15.6 

29.4 

2000-201 01 

6.2 

13.3 

-2.4 

19.4 

1 Estimates  for  these  years  employ  the  Census  Bureau’s  fertility  assumption 
Series  II. 

Source:  Bureau  of  the  Census,  Series  P-23,  No.  59. 


as  the  general  population  in  the  1980s,  the  75  to  84  and  85+  “old- 
olds”  will  increase  at  twice  the  rate  of  the  general  population. 

Although  both  fertility  and  mortality  will  determine  the  proportion 
of  elderly  in  the  general  population  in  the  future,  the  actual  number 
of  people  to  reach  old  age  in  the  next  65  years  will  be  a function 
solely  of  mortality,  since  these  individuals  have  already  been  born. 
Since  1968,  mortality  has  been  declining  steadily,  and  recent  data 
from  the  National  Center  for  Health  Statistics  (NCHS)  suggest  that 
this  trend  will  continue.  While  the  rates  of  change  and  limits  for 
mortality  reduction  in  the  future  cannot  be  determined,  any  further 
declines  in  mortality  will  probably  add  to  the  number  of  elderly 
requiring  long-term  care. 

An  idea  of  the  potential  decline  in  U.S.  mortality  can  be  derived 
by  comparing  the  life  expectancy  in  the  U.S.  with  that  of  other  coun- 
tries (Siegel,  1978).  Table  1 1 1—4  presents  comparisons  for  1973  in 
which  life  expectancies  at  birth  and  at  age  65  are  compared  for  the 
U.S.  and  Sweden,  the  country  with  the  longest  life  expectancy,  and 
between  the  U.S.  and  a best  country  composite,  derived  from 
combining  the  lowest  age-specific  mortality  rates  of  all  countries. 
Table  III— 4 suggests  that  if  changes  in  mortality  patterns  are  to  be 
governed  by  the  experience  of  other  national  populations,  the  greater 
potential  gain  among  the  elderly  (65  + ) will  be  made  for  males 
(2.1  years),  and  a smaller  increase  in  life  expectancy  (0.8)  can  be 
expected  for  elderly  females. 

Moreover,  recent  empirical  evidence  (for  example,  provisional 
mortality  statistics  for  1979),  raises  questions  about  whether  intrinsic 
mortality  limits,  as  embodied  in  comparisons  between  U.S.  mortality 
and  the  best  country  composite,  have  been  reached.  There  have 
been,  for  example,  continuing  major  reductions  in  mortality  at  ex- 
treme ages  in  the  U.S.  (85  + ) which  may  shortly  exceed  expectations 
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TABLE  111-4 

Comparison  of  Life  Expectancies  for  the  U.S.,  Sweden,  and 
Best-Country  Composite:  1973 


Males 

Females 

Excess  of 
Females  Over 
Males 

Area 

% 

e65 

0 

e65 

e 

0 

e65 

U.S.,  1973 

67.6 

13.1 

75.3 

17.2 

7.7 

4.1 

Sweden,  1973 

72.1 

14.0 

77.7 

17.1 

5.6 

3.1 

Best  Country  Composite 

73.5 

15.2 

78.7 

18.0 

5.2 

2.8 

Difference,  U.S.  and 
Best  Country  Composite 

5.9 

2.1 

3.4 

0.8 

-2.5 

-1.3 

Source:  Bureau  of  the  Census,  Current  Population  Reports,  Series  P-23, 
No.  59. 


based  on  age-specific  mortality  rates  in  other  countries.  It  is  ap- 
parent that  the  present  state  of  the  art  in  predicting  mortality  has  not 
developed  enough  to  accurately  predict  future  mortality  trends.  One 
reason  for  this  deficiency  may  be  the  failure  to  adequately  represent 
underlying  health  states  of  the  population.  The  problem  is  further 
compounded  by  the  potential  impact  of  more  effective  medical  man- 
agement of  chronic  diseases  than  is  anticipated  in  the  future,  as  well 
as  continuing  changes  in  life  styles,  both  of  which  can  prolong  life. 

In  light  of  the  demographic  patterns  discussed  above,  general 
changes  in  the  size  and  composition  of  the  elderly  population  can 
be  confidently  predicted  for  the  future.  However,  the  accuracy  of 
estimates  of  the  magnitude  of  these  changes  will  reflect  the  quality 
of  population  and  mortality  data — each  of  which  has  particular 
measurement  characteristics  that  can  affect  results  in  important 
ways.  Population  counts,  for  example,  are  subject  to  differential 
under-  and  over-enumeration  by  race  and  sex.  Partial  adjustments 
can  be  made  to  these  data  across  race,  age,  and  sex — adjustments 
largely  derivative  of  the  demographic  analyses  of  Coale  and  Zelnick 
(1973)  and  Coale  and  Rives  (1973).  Adjustments  have  not  been  de- 
rived, however,  for  other  variables  likely  to  be  associated  with  enu- 
meration errors  (for  example,  urban  versus  rural  residence).  To 
obtain  short-range  population  projections  of  the  elderly,  the  adjusted 
or  unadjusted  population  counts  are  decremented  by  projected  mor- 
tality trends.  The  mortality  trends  are  based  on  present  cause 
specific  mortality  data  which  have  been  subject  to  concerns  about 
failure  to  completely  match  census  records  (Kitagawa  and  Hauser, 
1973).  Perhaps  more  important,  however,  are  the  effects  on  mortality 
estimates  of  the  unreliability  of  death  certificate  diagnosis  of  specific 
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conditions  and  the  questionable  validity  of  the  underlying  cause  of 
death  concept  on  which  the  death  certificate  and  the  national  mor- 
tality statistics  are  based.  The  reliability  issue  can  be  addressed  in 
part  by  a review  of  the  limited  literature  on  the  differentials  in  re- 
liability of  death  certificate  diagnoses.  The  validity  of  the  underlying 
cause  of  death  is  probably  the  more  critical  issue  since  there  is  a 
high  prevalence  of  chronic  conditions  at  the  older  ages.  Resolution 
of  the  validity  question  is  problematic,  but  its  effects  can  be  reduced 
by  using  multiple  cause  mortality  data,  (that  is,  mortality  data  where 
all  causes  listed  on  the  death  certificate  are  reported).  Naturally, 
such  multiple  cause  data  will  require  specialized  analytic  procedures. 
Because  of  the  multiplicity  of  data  quality  issues,  in  addition  to  con- 
ceptual difficulties  in  the  models  used  to  project  mortality  trends, 
projections  of  elderly  populations  have  not  been  totally  successful. 

In  the  next  two  sections,  we  address  chronic  disease  and  dis- 
ability, the  health  status  determinants  of  long-term  care  expenditures. 
Distributions  of  these  characteristics  among  the  elderly  determine 
the  probable  need  for  long-term  care  within  the  broad  boundaries 
established  by  the  demographic  effects  just  discussed.  While  future 
mortality  trends  are  difficult  to  predict,  the  distributions  of  morbidity 
and  disability  are  even  more  elusive. 

The  Distribution  of  Chronic  Disease 
in  the  U.S.  Elderly  Population 

Numerous  data  sources  and  an  extensive  literature  (Singer  and 
Levinson,  1976)  exist  on  chronic  disease  morbidity  in  the  U.S.  popu- 
lation. National  estimates  of  the  magnitude  of  these  problems,  how- 
ever, are  not  normally  available  from  these  sources.  One  reason  for 
this  gap  is  that  many  of  the  data  sources  and  epidemiological  studies 
are  very  restricted  in  their  coverage  of  the  population;  they  are  often 
limited  to  populations  of  convenience  or  those  for  which  a “natural 
experiment”  affecting- health  state  has  occurred.  A more  basic  rea- 
son for  the  limited  information  is  the  nature  of  chronic  diseases 
themselves.  Unlike  acute  illness,  chronic  disease  frequently  entails 
pre-clinical  stages  which  may  be  long-lasting.  Detection  of  the 
disease  in  these  stages  is  difficult  and  estimates  of  the  prevalence 
of  the  disease  in  national  level  distributions  tend  to  be  biased 
downward. 

In  this  section,  we  review  some  of  the  major  data  sources  on 
chronic  disease,  and  discuss  weaknesses  in  their  ability  to  obtain 
accurate  distributions  of  chronic  illness  in  the  population.  Rather 
than  presenting  findings  from  the  multiplicity  of  data  sources,  we 
focus  on  their  basic  characteristics  and  potential  application  in  strat- 
egies that  can  yield  more  accurate  estimations  of  chronic  disease 
in  the  U.S.  Five  general  categories  of  information  sources  on 
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chronic  diseases  are:  (1)  nationally  representative  health  surveys, 
(2)  enumeration  systems,  (3)  statistical  systems  on  insured  popula- 
tions, (4)  epidemiological  studies,  and  (5)  clinical  studies. 

Perhaps  the  best  known  of  the  nationally  representative  health 
surveys  is  the  Health  Interiew  Survey  (HIS),  which  collects  self- 
reported  data  on  acute  and  chronic  diseases,  health  care  utilization, 
and  disability  for  the  non-institutionalized  population.  The  HIS  is 
conducted  annually  by  the  NCHS,  and  public  use  tapes  of  HIS  data 
are  available  for  a reasonably  lengthy  time  series.  Despite  these 
advantages,  studies  of  the  completeness  and  reliability  of  the  self- 
reporting  of  chronic  disease  in  the  HIS  indicate  that  it  may  be 
hazardous  to  use  this  survey  to  generate  disease  prevalence  and 
incidence  rates  (NCHS,  1965,  1973).  The  HIS  seems  to  perform 
better  in  assessing  health  care  utilization  and  providing  measures  of 
disability  than  in  measuring  the  prevalence  and  incidence  of  specific 
diseases. 

In  addition  to  the  HIS,  NCHS  has  conducted  several  health 
examination  surveys  (HES,  HANES  I and  II).  These  surveys  differ  in 
methodology  from  the  HIS  in  that  information  on  the  health  states  of 
individuals  is  derived  from  physical  examinations  rather  than  solely 
from  self-reports.  As  a consequence,  these  surveys  contain  some 
information  on  the  distribution  of  certain  basic  pathophysiologic 
parameters  in  the  population  (hypertension,  for  example).  Although 
physical  examinations  increase  the  reliability  of  the  medical  data, 
these  surveys  have  several  difficulties:  (1)  they  have  a smaller  sample 
size  than  HIS,  (2)  they  are  not  conducted  annually,  and  most  impor- 
tant, (3)  the  very  old  population  is  not  examined.  (In  HANES  I,  for 
example,  no  persons  over  age  75  were  examined.) 

To  complement  the  surveys  of  the  health  status  of  the  non- 
institutionalized  population,  NCHS  has  periodically  conducted  sur- 
veys of  the  institutionalized  population.  The  most  recent  of  these 
were  the  National  Nursing  Home  Surveys  in  1974  and  1977,  which 
collected  data  on  the  health  status  of  nursing  home  residents — in 
particular  the  prevalence  of  chronic  conditions  and  primary  diag- 
noses. In  addition  to  the  various  general  purpose  health  surveys 
sponsored  by  NCHS,  there  have  been  periodic  disease-specific  sur- 
veys. For  example,  the  National  Cancer  Institute  has  periodically 
sponsored  national  surveys  of  cancer  incidence  and  prevalence.  The 
latest  of  these  surveys,  the  Third  National  Cancer  Survey  of  1969-71, 
has  been  used  as  a baseline  to  determine  if  there  have  been  recent 
increases  in  cancer  incidence.  However,  the  representativeness  of 
this  survey,  which  is  conducted  primarily  in  major  metropolitan  areas, 
has  been  questioned  (Smith,  1980). 

Data  collected  through  surveys  of  individuals,  such  as  the  HIS, 
are  subject  to  methodological  difficulties,  beyond  the  understatement 
of  pre-clinical  stages  of  chronic  diseases.  For  example,  it  is  difficult 
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to  elicit  accurate  and  complete  responses  to  questions  about  major 
chronic  illnesses  (for  example,  Chambers  et  at,  1976).  As  a result, 
estimates  of  the  prevalence  and  incidence  of  chronic  illness  from 
such  surveys  tend  to  be  lower  than  prevalence  and  incidence  esti- 
mates derived  from  medical  records  (NCHS,  1965,  1973).  Moreover, 
disability  among  elderly  respondents  (especially  the  very  old  who  are 
at  highest  risk  of  chronic  illness)  may  increase  response  errors  in 
surveys  of  health  status. 

Apart  from  the  problem  of  obtaining  accurate  and  complete 
responses,  most  sample  surveys  on  chronic  illness  are  quite  limited 
in  their  coverage  over  time  (for  example,  to  control  for  seasonal 
effects  of  influenza  on  morbidity  and  mortality)  and  space  (for 
example,  to  control  for  important  regional  differences).  In  addition, 
sample  surveys  cannot  provide  a cohort  time  series  that  is  long 
enough  to  reflect  the  progression  of  individuals  through  the  chronic 
disease  processes.  It  is  this  type  of  data  base  (one  that  represents 
at  least  overlapping  partial  experiences  of  cohorts)  that  is  needed  to 
estimate  the  prevalence  of  chronic  disease  in  the  population,  strati- 
fied by  stages  of  severity. 

Enumeration  systems  constitute  a second  major  source  of  data  on 
the  population  distribution  of  chronic  conditions.  Probably  the  most 
frequently  employed  data  sources  of  this  type  are  the  national  cause- 
specific  mortality  data  produced  by  NCHS.  For  example,  recent 
declines  in  the  risk  of  developing  circulatory  diseases  have  been 
inferred  from  recent  declines  in  their  mortality  rates.  Cause-specific 
data  have  also  shown  consistent  geographic  differentials  in  cerebro- 
vascular mortality  rates,  revealing  the  existence  of  a mortality  stroke 
“belt”  in  southeastern  States — a finding  confirmed  by  specially 
designed  epidemiological  studies  (Kuller  et  al,  1969,  a,b,c,d).  A third 
type  of  morbidity  differential  inferred  from  cause-specific  mortality 
data  is  the  increase  of  cancer  mortality  among  U.S.  non-white  males. 
These  examples  suggest  that  the  primary  advantage  of  the  data 
from  the  mortality  registration  system  is  their  scope — temporally, 
geographically  and  medically — which  makes  them  particularly  useful 
for  monitoring  the  health  of  the  national  population.  The  present 
cause-specific  mortality  data  produced  for  public  release  by  NCHS, 
however,  have  the  limitation  of  reporting  only  one  medical  condition, 
(that  is,  the  “underlying  cause  of  death”)  for  each  death,  even  though 
the  physician  usually  reports  additional  medical  conditions. 

While  the  “underlying  cause”  may  be  the  most  significant  medical 
condition  causing  death,  it  is  clear  that,  especially  for  elderly 
persons,  the  health  state  at  death  often  cannot  be  represented  by  a 
single  medical  condition.  The  utility  of  the  mortality  data  system 
will  be  enhanced  in  the  near  future  because  NCHS  is  implementing 
release  of  a multiple  cause  of  death  tape  (Rosenberg,  1978).  In 
multiple  cause  data  all  medical  conditions  listed  on  the  death  certifi- 
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cate  are  reported.  In  1969  for  example,  5.2  million  medical  conditions 
were  reported  in  connection  with  the  1.9  million  deaths;  hence, 
underlying  causes  of  death  data  for  that  year  were  supplemented  by 
information  on  3.3  million  contributing  causes  of  death. 

This  additional  information  is  particularly  important  for  monitoring 
the  health  state  of  the  elderly,  in  that  many  of  the  non-underlying 
causes  of  medical  conditions  were  chronic  diseases  such  as  diabetes 
mellitus  and  generalized  atherosclerosis — conditions  whose  onset 
occurs  relatively  late  in  life.  Although  mortality  data  have  important 
properties  for  estimating  long-term  care  requirements,  it  is  clear 
that  they  are  not  sufficient  in  themselves,  since  they  (a)  do  not 
directly  represent  the  health  effects  of  non-lethal  diseases;  (b)  do  not 
contain  direct  information  on  the  temporal  aspects  of  the  morbid 
process  leading  to  death;  and  (c)  do  not  contain  information  on  a 
variety  of  relevant  health  covariates. 

Two  other  types  of  enumeration  systems  are  surveillance  programs 
for  specific  diseases  and  population  based  registries  for  specific 
diseases.  An  example  of  the  former  is  the  Center  for  Disease  Con- 
trol’s (CDC)  system  for  collecting  information  on  a variety  of  “report- 
able”  infectious  diseases  and  on  mortality  from  selected  U.S.  cities. 
The  mortality  data  are  used  by  CDC  to  construct  its  pneumonia  and 
influenza  index.  Analyses  of  this  index  show  that  the  elderly  compose 
one  of  the  population  subgroups  most  susceptible  to  elevated  death 
rates  from  a variety  of  chronic  illnesses  during  influenza  epidemics. 
The  CDC  system  also  demonstrates  that  mortality  data  can  be  used 
as  an  index  of  underlying  health  changes  in  the  population. 

Illustrative  of  population  based  registries  are  the  tumor  registries 
which  are  operated  as  part  of  the  Surveillance,  Epidemiology,  and 
End  Results  (SEER)  program  of  the  National  Cancer  Institute.  While 
SEER  data  have  been  used  to  generate  incidence  rates  of  clinically 
diagnosed  cancer,  the  representativeness  of  the  registry  areas  has 
been  questioned,  as  has  the  adequacy  of  the  time  series  to  make 
reliable  estimates  of  incidence  changes  (Smith,  1980). 

The  third  major  data  source  that  is  frequently  employed  to  assess 
the  health  of  the  population  comprises  the  statistical  systems  of 
privately  and  publicly  insured  populations.  In  interpreting  the  results 
from  studies  of  such  populations,  it  is  necessary  to  be  aware  of  the 
effects  of  selection  factors  (for  example,  criteria  for  participation 
under  the  various  programs).  The  nature  of  selection  is  likely  to  be 
different  for  public  versus  private  insurance  programs.  For  example, 
private  insurance  programs  may  require  a screen  for  pre-existing 
medical  conditions.  Also,  entitlement  for  private  insurance  will  be 
based  on  ability  to  pay  premiums.  Consequently,  populations  which 
are  privately  insured  are  likely  to  be  higher  in  socioeconomic  status 
and  thus  are  likely  to  use  medical  care  both  more  intensively  and 
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earlier  in  the  disease  process.  Entitlement  to  public  insurance 
programs  is  not  contingent  upon  screening  or  pre-existing  medical 
conditions  and  requires  less  payment. 

A data  base  derived  from  a public  program,  and  one  that  is  nearly 
as  comprehensive  as  the  mortality  registration  system,  is  the  20  per- 
cent sample  of  acute  care  hospitalizations  (MEDPAR)  administered 
under  the  Medicare  program.  This  file  represents  elderly  people  who 
used  hospitalization  services,  and  it  has  sufficient  cases  (1.5  million 
per  year)  to  investigate  detailed  diagnostic  categories.  The  fact  that 
the  file  is  generally  restricted  to  persons  over  age  65  is  not  a 
critical  problem  since  this  is  the  population  of  greatest  interest  in 
identifying  the  requirements  for  long-term  care.  The  file  is  available 
for  each  year  since  1971,  so  it  represents  a significant  amount  of 
temporal  variation  of  population  health  characteristics.  Also,  the 
information  in  this  file  is  different  from  the  NCHS  mortality  files  in 
many  respects.  For  example,  hospitalization  for  an  individual  over 
time  can  be  linked,  allowing  development  of  longitudinal  information 
on  an  individual’s  morbidity.  In  addition,  the  file  contains  information 
on  non-lethal  conditions,  such  as  fractures,  arthritis,  and  joint  con- 
ditions, which  are  seldom  reported  in  the  mortality  files. 

As  with  MEDPAR,  hospital  utilization  data  containing  disease- 
specific  information  are  available  at  other  geographic  levels.  For 
example,  recent  state-wide  studies  have  been  conducted,  using 
diagnostic  related  groups  (DRGs)  to  measure  hospital  costs.  Regard- 
less of  the  geographic  level  of  analysis,  the  critical  feature  of  these 
statistical  systems  is  the  availability  of  data  to  trace  segments  of 
chronic  disease  histories  in  individuals. 

The  fourth  important  source  of  information  on  the  health  status 
of  the  U.S.  population  comprises  the  special  purpose  “epidemio- 
logical studies.”  These  studies,  which  as  a group  have  used  a 
variety  of  study  designs  and  methodologies,  deal  with  populations  of 
convenience  or  for  which  a natural  “health”  experiment  has  occurred. 
The  primary  purpose  of  such  studies  is  not  to  produce  national 
estimates  of  prevalence  or  incidence  rates  but  to  determine  the 
association  of  suspected  risk  factors  with  disease  and  the  behavior 
of  the  disease  within  individuals.  For  example,  the  Framingham 
longitudinal  study  of  coronary  heart  disease  followed  intensively,  over 
a 20  year  period,  a large  proportion  of  the  adults  in  the  community 
of  Framingham,  Massachusetts.  Not  only  was  Framingham  not  repre- 
sentative of  large  segments  of  the  national  population  (for  example, 
there  were  no  blacks  in  Framingham),  but  a number  of  selection 
factors  operated  to  determine  who  participated  in  the  study  (Kessler 
and  Levin,  1970).  This  selection  did  not  detract,  however,  from  the 
value  of  the  Framingham  data  in  identifying  possible  risk  factors  or 
in  characterizing  disease  etiology. 
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The  last  major  source  of  information  on  chronic  illness  in  the  U.S. 
are  “clinical”  studies.  There  are  many  different  types  of  clinical 
studies,  such  as  the  human  experimental  data  gathered  on  physio- 
logical responses  to  various  types,  of  pollutants.  The  course  of 
chronic  disease  is  followed  in  clinical  populations.  For  example, 
there  are  many  studies  (Steel  and  Lamerton,  1966;  Archambeau, 
1970)  on  the  rate  of  tumor  growth  and  metastasis  which  used 
sequential  X-ray  evaluations  of  tumor  size  and  distribution.  Other 
studies,  such  as  those  from  the  SEER  program  (Axtell  ef  a/,  1976), 
evaluated  the  effects  of  different  clinical  interventions  on  survival  of 
patients  with  varying  characteristics.  The  clinical  characteristics  of 
“aging”  and  disease  are  determined  in  intensive  longitudinal  studies 
of  selected  aging  populations.  The  distinctive  feature  of  such  studies 
is  that  they  collectively  examine  clinical  aspects  of  the  “natural 
history”  of  chronic  disease  processes  in  individuals.  They  may  also 
provide  a scientific  basis  on  which  to  theoretically  extrapolate  the 
behavior  of  the  disease  in  its  pre-clinical  stage.  They  do  not  provide 
a basis  for  estimating  population  incidence  and  prevalence  rates  and 
thus  are  most  valuable  if  they  can  be  linked  to  other  data  sources  on 
the  population  distribution  of  disease. 

With  national  surveys,  enumeration  systems,  and  health  insurance 
statistical  systems,  chronic  diseases  are  generally  reported  in  terms 
of  incidence  or  prevalence  rates.  Other  dimensions  of  chronic 
diseases,  such  as  duration,  progression,  or  severity,  are  determined 
less  often.  To  derive  data  that  are  useful  in  determining  long-term 
care  requirements,  concepts  appropriate  to  the  “natural  history”  of 
a chronic  disease — the  identification,  ordering,  and  rate  of  progres- 
sion of  the  stages  of  a chronic  illness — must  be  developed  and 
then  implemented  in  appropriately  designed  studies  and  projection 
strategies. 

Examination  of  the  various  types  of  data  sources  on  morbidity 
suggests  that  no  single  source  of  data  is  adequate  to  simultaneously 
determine,  for  a broad  range  of  chronic  diseases,  (a)  the  distribution 
of  morbidity  in  the  national  population,  (b)  the  natural  history  of  the 
chronic  disease  process,  an  * (c)  the  change  in  the  health  state  of 
individuals  in  various  cohort  groups  as  those  individuals  progress 
through  the  natural  history  of  the  chronic  disease.  Clearly  it  will  be 
necessary  to  use  data  of  several  different  types  to  fulfill  these  three 
criteria.  One  strategy  is  to  augment  epidemiological  data  with 
biological  theory  and  clinical  data  in  a structure  that  can  relate  this 
information  to  the  health  effects  of  the  population.  For  example, 
mortality  data  can  be  augmented  by  information  from  epidemiological 
and  clinical  sources  in  a model  which  reflects  population  dynamics 
to  project  long-term  care  requirements.  We  explore  these  alternate 
strategies  later  in  the  chapter. 
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The  Distribution  of  Disability  in  the  U.S. 

The  second  component  of  health  status  among  the  elderly  which 
will  determine  expenditures  for  long-term  care  comprises  specific 
types  and  levels  of  functional  disability.  Disability  is  naturally  asso- 
ciated with  morbidity,  since  it  is  generally  a product  of  one  or  more 
chronic  diseases.  While  there  is  usually  a clear  link  between 
morbidity  and  disability,  there  is  also  a clear  distinction  between  the 
types  of  services  required  by  disease  and  disability.  This  requires 
that  they  be  analyzed  separately.  For  example,  morbidity  may  be 
treated  in  acute  care  hospitals  or  at  home,  for  conditions  such  as 
hypertension,  diabetes,  or  leukemia.  Disability,  on  the  other  hand, 
requires  expenditures  for  services  necessary  to  cope  with  functional 
impairments  from  morbid  processes.  Examples  of  services  required 
to  deal  with  disability  are  those  which  overcome  sensory  deficiency 
(for  example,  hearing  aids  or  glasses)  or  restrictions  on  mobility 
(such  as  wheelchairs).  Although  generally  a result  of  morbidity  (for 
example,  restrictions  on  mobility  due  to  degenerative  bone  and  joint 
disease),  disability  may  continue  in  the  absence  of  the  morbid 
condition. 

The  studies  of  disability  in  the  population  that  are  used  to  assess 
the  magnitude  of  long-term  care  problems  in  the  U.S.  have  usually 
employed  surrogate  measures  of  disability,  such  as  limitations  in 
activities  of  daily  living.  Considerable  effort  has  been  invested  in 
producing  such  measures,  since  they  provide  a more  practical  and 
parsimonious  means  of  estimating  general  long-term  care  require- 
ments than  coping  with  the  complex  of  morbid  conditions  and  dis- 
abilities that  actually  characterize  an  individual’s  health  state.  We 
examined  several  health  assessment  studies  which  yielded  estimates 
of  population  disability.  They  seem  to  constitute  a representative 
sample  of  the  survey  techniques  that  have  been  used  to  derive 
general  estimates  of  the  disability  of  the  elderly  in  the  United  States. 
Specifically,  we  examined  findings  from  five  of  the  most  frequently 
cited  surveys: 

(1)  1975  Survey  of  Well  Being  of  Older  People  in  Cleveland,  Ohio 
(GAO,  1977) 

(2)  1976  Health  Interview  Survey  (Butler  and  Newacheck,  1980) 

(3)  1976  Survey  of  Income  and  Education  (Okada  et  al,  1979) 

(4)  1972  Survey  of  Disability  Among  Adults  (Saad  Z.  Nagi,  1976) 

(5)  1964  Survey  of  the  Health  Needs  of  the  Aged  in  Monroe  County 
(Berg  et  al,  1970). 

With  the  exception  of  the  Berg  study,  data  were  derived  from 
interviews  with  elderly  respondents.  In  the  Berg  study,  distributions 
of  need  for  long-term  care  were  determined  on  the  basis  of  profes- 
sional assessments.  Table  III— 5 summarizes  selected  findings  from 
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1 Response  to  items  on  physical  health  only. 


the  five  studies.  Although  the  criteria  used  to  classify  functional 
status  vary  from  study  to  study,  there  are  a few  similarities  which 
permit  limited  interstudy  comparisons.  It  is  apparent  from  Table 
III— 5,  for  example,  that  estimates  of  the  proportion  of  elderly  people 
with  minimal  to  no  need  for  assistance  range  from  41  to  76  percent 
across  the  five  studies.  Additional  comparisons  can  be  made  about 
other  segments  of  the  distributions,  but  the  obvious  variations  in 
definitions  in  response  categories  make  such  comparisons  tenuous. 
The  studies  of  activity  limitations  of  the  elderly  population,  such  as 
those  noted  above,  provide  important  information  for  estimating  the 
general  magnitude  of  need  for  long-term  care  services.  These  data 
are  typically  used  to  forecast  long-term  care  expenditures  for  the 
elderly  and  disabled.  To  derive  a more  precise  estimate  of  the 
magnitude  of  long-term  care  expenditures,  or  to  estimate  the  costs 
for  specific  health  services,  the  summary  indexes  of  activity  limita- 
tions are  not  adequate.  The  derivation  of  population  distributions 
through  surveys  employing  these  measures  relies  heavily  on  re- 
spondents’ subjective  evaluations  of  their  own  limitations.  Hence, 
they  are  asked  to  develop  reasonably  objective  scales  to  determine 
degrees  of  their  disability.  In  addition,  with  the  exception  of  the 
HIS,  most  health  assessment  surveys  are  limited  in  time  and  scope, 
calling  into  question  their  general  applicability.  Most  important 
perhaps,  changes  in  the  health  status  of  the  national  population 
cannot  be  monitored  over  time  with  spot  surveys. 

The  limitations  of  disability  assessment  surveys  in  providing  input 
for  forecasting  long-term  care  expenditures  reflect  the  expense 
involved  in  their  implementation  and  general  survey  research  prob- 
lems. Consequently,  alternative  strategies  for  estimating  the  types 
and  levels  of  disability  in  the  population  are  required.  For  example, 
given  our  previous  discussion  that  disability  is  generally  the  result  of 
chronic  disease,  one  alternative  approach  is  to  implement  a two- 
stage  estimation  process:  (1)  determine  the  relation  of  specific  types 
of  disability  to  chronic  disease  processes  (through  sample  surveys), 
and  (2)  estimate  the  distribution  of  disability  by  using  the  relation- 
ships determined  in  (1)  with  estimates  of  the  population  distribution 
of  chronic  diseases. 

Strategies  for  Estimating  the  Effect  of  Population  and 
Morbidity  on  Long-Term  Care  Expenditures 

The  assessment  of  our  knowledge  about  the  demographic  and 
epidemiologic  determinants  of  long-term  care  expenditures  suggests 
that  new  approaches  for  using  data  are  required  to  enhance  formula- 
tion of  long-term  care  policy.  The  organization  of  such  data  in  a 
“full  information”  model,  for  example,  has  not  been  attempted.  In 
this  section,  we  review  the  basic  strategies  that  have  produced 
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current  estimates  of  the  population  at  risk  for  long-term  care  and 
discuss  major  conceptual  and  data  deficiencies  of  these  models. 

The  conventional  approach  for  projecting  demographic  and  epi- 
demiologic determinants  of  long-term  care  expenditures  is  charac- 
terized by  static  component  models.  Basically,  estimates  of  disease 
or  disability  rates  for  different  demographic  groups  are  applied  to 
population  projections  for  some  future  time.  A usual  refinement  is 
the  addition  of  stratifications  for  socioeconomic  subgroups  when 
data  are  available.  The  population  projection  involves  data  on  census 
counts  and  mortality — each  of  which  has  particular  measurement 
characteristics  that  can  affect  results  in  important  ways.  For  example, 
population  count  data  are  subject  to  differential  under-  and  over- 
enumeration by  a number  of  variables  of  interest.  In  addition,  projec- 
tions of  the  elderly  population  are  based  on  census  counts  decreased 
by  extrapolated  mortality  trends.  As  noted  earlier,  the  extrapolations 
of  mortality  trends  have  underestimated  the  survival  rates  of  this 
population. 

The  second  component  of  the  basic  model  is  “morbidity.”  Con- 
sidering this  component  involves  estimating  morbidity  or  disability 
rates  from  survey  data  as  discussed  earlier.  In  light  of  the  definitional 
and  response  problems  in  health  surveys  that  are  based  on  self 
reports,  their  results  must  be  interpreted  cautiously.  Health  surveys 
involving  medical  examinations  or  medical  record  reviews  are  not  as 
subject  to  concerns  about  diagnostic  reliability  but  are  subject  to  the 
effects  of  selection  (for  example,  of  individuals  or  conditions  that 
have  already  been  diagnosed). 

Some  of  the  deficiencies  of  these  models  have  been  noted  in 
preceding  discussions  about  the  types  and  quality  of  data  that  are 
available  as  inputs.  Of  equal  importance  are  conceptual  issues 
which  are  generally  not  addressed  satisfactorily.  First,  the  models 
actually  describe  only  population  changes  because  period  morbidity 
or  disability  rates  for  specific  demographic  groups  are  fixed  over  the 
course  of  the  projection  interval.  This  procedure  ignores  the 
presence  of  potentially  important  simultaneities  between  population 
change  and  the  health  of  the  population.  Specifically,  the  primary 
force  of  decrement — cause-specific  mortality — will  be  correlated 
with  the  underlying  morbidity  patterns.  Furthermore,  it  is  reasonable 
to  expect  that  long-term  care  expenditures  and  other  forces  (life- 
style change,  for  example)  will  affect  morbidity  and  disability  and 
therefore  population  mortality  risks.  Finally,  changes  in  patterns  of 
morbidity  and  mortality  affect  the  size  and  composition  of  the  elderly 
population.  Thus,  there  are  interactions  which  cannot  be  represented 
in  the  model  structure  if  morbidity  and  disability  rates  are  static 
model  components. 

Second,  the  conceptual  and  operational  point  not  addressed  by 
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the  basic  model  is  that,  because  of  the  mixture  of  acute  and  chronic 
morbid  conditions  and  the  cross-temporal  relation  of  disability  to 
morbidity,  the  modeling  of  demographic  and  epidemiologic  deter- 
minants is  necessarily  longitudinal  in  nature.  Chronic  diseases 
cannot  be  effectively  modeled  as  events,  since  their  effects  unfold 
over  time.  The  fact  that  chronic  diseases  progress  (and  with  that 
progression  the  likelihood  of  severe  disability  increases)  also  implies 
that  we  need  to  examine  the  health  characteristics  of  identifiable 
cohorts.  A simple  period  assessment  of  the  instantaneous  health 
state  of  an  array  of  cohorts,  because  it  does  not  provide  information 
on  the  prior  health  characteristics  of  individuals,  will  not  be  adequate 
to  determine  the  future  distributions  of  chronic  disease  by  stage  or 
the  associated  disabilities.  Dealing  appropriately  with  the  time 
dimension  will  require  much  conceptual  clarification  and  technical 
innovation  in  existing  models  for  projecting  long-term  care  expendi- 
tures. 

Third,  the  search  for  disease  risk  factors  in  individuals  «nd  the 
fact  that  considerable  variation  in  risk  for  many  diseases  remains 
unexplained  suggest  that,  at  birth,  human  populations  are  quite 
heterogeneous  with  respect  to  factors  affecting  health  and  survival. 
Most  forecasting  models  (with  the  exception  of  stratification)  do  not 
represent  the  potentially  dramatic  effects  of  differential  rates  of 
mortality  and  morbidity  selection  on  a heterogeneous  population 
(Vaupel  ef  a/,  1979). 

Fourth,  at  advanced  ages  the  individual  is  at  high  risk  for  many 
different  diseases,  so  that  alteration  of  the  mortality  or  morbidity 
risk  of  one  disease  may  greatly  affect  the  risk  of  another  disease. 
For  example,  reductions  in  the  mortality  risk  of  cardiovascular 
disease  and  stroke  imply  a compensating  increase  in  cancer  mortality 
at  greater  ages  (Manton  et  al,  1980).  Implicit  in  this  phenomenon  of 
“competing  risk’’  are  two  additional  conceptual  complications.  First, 
though  standard  competing  risk  theory  assumes  that  diseases  operate 
independently  (Manton  and  Poss,  1979),  they  in  fact  interact  in  a 
variety  of  ways.  Second,  because  of  the  increasing  likelihood  of 
accumulating  one  or  more  chronic  conditions  at  advanced  ages 
(Manton  et  al,  1980),  and  because  the  onset  of  one  chronic  disease 
will  frequently  increase  the  risk  of  onset  of  a second,  the  prevalence 
of  individuals  with  multiple  chronic  diseases  will  increase  as  the 
population  ages.  For  example,  diabetes  mellitus  is  a chronic, 
degenerative  diseases  which  increases  the  age-specific  risk  of  ce- 
rebrovascular disease.  Therefore  diabetes,  as  a long-term  health 
problem,  can  affect  health  and  disability  not  only  directly,  but  also 
indirectly,  through  the  increased  risk  of  more  lethal  and  disabling 
conditions  such  as  stroke.  Since  persons  with  multiple  chronic 
diseases  may  represent  very  different  health  needs  than  persons 
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with  only  one  condition,  it  will  be  important  to  develop  concepts  and 
data  forms  appropriate  to  identify  the  coexistent  occurrences  of 
chronic  diseases  in  individuals. 

Fifth,  physiological  changes  and  risk  of  disease  increase  rapidly 
at  advanced  ages.  This  makes  study  of  the  critical  advanced  ages 
difficult  because,  while  more  age  detail  is  required  to  accurately 
document  the  rapid  changes,  the  surviving  population  is  small  and 
rapidly  decreasing. 

Finally,  statistical  issues  arise  when  information  from  different  data 
sources  are  mixed.  For  example,  systematic  sample  designs  can 
make  it  difficult  to  mix  results  from  different  surveys.  In  addition,  it 
appears  that  standard  statistical  procedures  tend  to  underestimate 
the  variance  of  survey  results  due  to  systematic  and  possibly  un- 
measured heterogeneity  of  the  populations  from  which  the  samples 
are  drawn. 

In  light  of  the  technical  difficulties  in  developing  forecasting 
models«for  long-term  care,  it  is  not  surprising  that  the  estimates  of 
future  expenditures  vary  so  broadly.  From  our  review  of  data  sources 
and  projection  strategies  for  the  demographic  and  epidemiologic 
determinants,  it  is  apparent  that  more  accurate  projections  are  feasi- 
ble if  additional  research  is  directed  toward  applying  the  multiplicity 
of  available  information  to  more  sophisticated  models.  Moreover, 
it  will  be  important  to  estimate  the  level  of  expenditures  for  specific 
health  services,  in  addition  to  the  general  levels  of  expenditures. 
Since  such  models  are  extremely  complex  and  currently  not  avail- 
able, we  have  focused  our  discussion  only  on  the  population  and 
health  status  components.  On  the  basis  of  our  review,  we  deter- 
mined the  probable  requirements  for  improved  projection  models 
which  are  particularly  suited  for  the  demographic  and  epidemiologic 
determinants  of  long-term  care.  The  following  is  a list  of  criteria 
which  constitute,  we  believe,  a starting  point  for  future  research  in 
this  area: 

• The  model  should  be  biologically  realistic.  That  is,  it  should 
be  representative  of  a population  aging  through  time,  hetero- 
geneous in  risk,  and  undergoing  systematic  mortality  selection. 
The  conceptual  and  mathematical  structure  of  this  model  should 
reflect  available  theoretical  knowledge  from  various  relevant 
disciplines  (for  example,  medical  science  and  epidemiology), 
as  well  as  being  consistent  with  an  underlying  stochastic 
process. 

• The  model  should  reflect  aspects  of  disease  dynamics  that  are 
important  to  policy  concerns.  Thus,  it  should  identify  clinically 
latent  periods,  the  rate  of  disease  progression,  and  the  distribu- 
tion of  differential  risks  in  the  population.  This,  too,  requires 
care  to  ensure  that  the  representation  of  the  natural  history  of  a 
chronic  disease  is  biologically  realistic. 
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• The  model  should  permit  the  introduction  of  etiologically  rele- 
vant covariates  as  drivers  of  morbidity  and  mortality.  The  inclu- 
sion of  variables  affecting  morbidity  and  mortality  risks,  when 
available,  would  enhance  the  success  of  the  model.  For  ex- 
ample, changes  in  the  amount  and  type  of  smoking  could  affect 
both  population  structure,  by  altering  the  force  of  decrement, 
and  the  physiological  health  state  of  the  surviving  population, 
by  affecting  the  amount  of  chronic  obstructive  lung  disease. 

• The  model  should  use  longitudinal  information.  It  is  difficult 
to  see  how  successful  predictions  can  be  made  from  cross- 
sectional  data  alone.  This  suggests  that  the  model  should  be 
based  on  data  with  reasonable  time  series  information. 

• The  model  should  integrate  multiple  data  sources  so  that  their 
joint  information  can  be  used  to  investigate  and  resolve  some 
of  the  data  reliability  and  validity  issues  raised  earlier. 

• The  model  should  provide  a reasonable  estimate  of  uncertainty. 
With  such  estimates,  the  costs  of  different  policy  actions  can  be 
more  precisely  assessed.  This  is  an  area  in  which  available 
models  are  inadequate  since  they  do  not  identify  the  non- 
sampling error  variance  in  the  data  from  which  parameters  are 
estimated  (for  example,  model  specification  error,  variance  due 
to  population  heterogeneity,  and  mortality  selection). 

• The  model  must  be  able  to  determine  the  simultaneous  inter- 
action of  population  change,  morbidity,  disability,  and  the  effects 
of  health  care  expenditures. 

• Each  of  the  model  components  must  be  readily  reviewable  by 
experts  in  each  of  the  relevant  fields.  Since  many  different  data 
sources  may  be  employed,  each  with  its  attendant  level  of 
uncertainty,  it  seems  appropriate  that  the  model  produce  quan- 
titative results  that  can  be  reviewed  for  consistency  and  reason- 
ableness. Thus,  in  addition  to  overall  reasonableness  and  con- 
sistency, each  model  component  should  be  developed  to  reflect 
the  current  state  of  knowledge. 

Summary  and  Conclusion 

We  have  discussed  demographic  and  epidemiologic  determinants 
of  the  magnitude  of  long-term  care  expenditures.  Our  concern  has 
been  on  the  inadequacy  of  currently  available  forecasts  which  is  due 
to  deficiencies  in  avaliable  data  and  weaknesses  in  standard  pro- 
jection strategies.  It  is  apparent  that  the  roles  and  interactions  of 
essential  components  of  forecasting  models  have  not  been  ade- 
quately conceptualized,  in  large  part  because  of  time  constraints  on 
the  researchers  and  policy  analysts  who  generate  estimates. 

To  supplement  the  traditional,  rapid  turnaround  projections  nor- 
mally demanded  from  policy  analysts,  we  believe  that  considerably 
more  research  should  be  directed  toward  crystallizing  the  individual 
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roles  and  interrelationships  of  the  determinants  of  long-term  care 
expenditures.  In  this  regard,  we  have  focused  on  only  one  com- 
ponent, the  demographic  and  epidemiologic  characteristics  of  the 
elderly  population.  In  addition,  we  feel  that  new  strategies  should 
be  contemplated  to  optimize  the  use  of  current  knowledge  and 
available  data  sources.  Pursuing  a more  scientific  approach  to  this 
problem  will  yield  a better  understanding  of  long-term  care  require- 
ments, as  well  as  more  accurate  estimates  of  the  magnitude  of  future 
long-term  care  expenditures. 
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Chapter  IV 

The  Measurement  and  Assurance  of  Quality 

by  Bettina  D.  Kurowski  and  Peter  \N.  Shaughnessy 


Introduction 

When  faced  with  the  problem  of  expanding  the  availability  of  long- 
term care  services  to  meet  the  needs  of  a growing  elderly  and  dis- 
abled population  and  simultaneously  containing  costs,  one  predict- 
able area  of  conflict  is  the  quality  of  care.  Although  cost  overruns 
can  be  explained  away,  there  is  no  acceptable  rationale  that  justifies 
residents  dying  in  nursing  home  fires  or  home  health  workers  abusing 
their  clients.  The  quality  of  care  is  a visible,  undeniable  reflection  of 
the  resources  we  are  willing  to  invest  in  long-term  care  services,  one 
that  warrants  more  attention  than  it  has  heretofore  received. 

The  many  definitions  (and  resulting  measures)  of  the  quality  of 
long-term  care  demonstrate  its  complexity  and  multidimensionality. 
It  has  been  viewed  both  normatively  and  comparatively,  from  the 
patient’s,  provider’s,  or  system’s  viewpoint.  It  can  include  such 
components  as  the  provision  of  preventive  services,  coordination  of 
care,  privacy,  safety,  outcomes  of  care,  satisfaction,  and  medical  and 
nursing  services  that  meet  recognized  standards  of  care. 

Because  the  quality  of  long-term  care  can  be  defined  and  measured 
in  so  many  ways,  the  diversity  of  current  efforts  to  assure  that  care 
meets  accepted  standards  is  not  surprising.  Quality  assurance  is  not 
identical  to  the  measurement  of  quality.  This  distinction  is  important, 
because  quality  assurance  generally  includes  both  the  measurement 
of  the  quality  of  care  provided  and  efforts  to  improve  it.  Operationally, 
quality  assurance  entails  an  ongoing  system  which  yields  reliable 
information  about  the  delivery  of  health  services  and  is  also  designed 
to  induce  beneficial  change  in  those  practices,  maintaining  and/or 
increasing  conformance  with  established  standards. 

The  most  popular  approach  to  quality  assurance  in  the  last  10  years 
has  been  through  direct  regulatory  mechanisms,  including  facility 
(and  personnel)  licensure  and  certification,  legal  remedies,  and 
mandatory  peer  review.  Recent  reports  have  questioned  the  effec- 
tiveness of  these  programs  in  long-term  care.  Department  of  Health 
and  Human  Services  (DHHS)  audits  indicate  widespread  failures  of 
the  utilization  review  standards  to  ensure  that  patients  receive  the 
appropriate  level  of  care.  Congressional  reports  indicate  that  many 
Medicaid  patients  do  not  receive  the  required  periodic  medical  re- 
view to  ensure  adequacy  of  care.  Other  reports  have  noted  non- 
compliance  with  conditions  of  participation  dealing  with  required 
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services,  life  safety  code  requirements,  and  patients’  rights  (U.S. 
Congress,  House,  1978;  U.S.  Congress,  Senate,  1976;  U.S.  Congress, 
Senate,  1975;  U.S.  General  Accounting  Office,  1979). 

There  are  several  explanations  for  the  limited  success  of  Federal, 
State,  and  peer  review  efforts  to  improve  the  quality  of  long-term 
care.  Basically,  these  explanations  all  stem  from  an  inadequate 
knowledge  of  the  measurement  and  assurance  of  the  quality  of 
long-term  care.  This  chapter  reviews  the  state  of  the  art  in  measur- 
ing and  assuring  the  quality  of  long-term  care  to  identify  major 
knowledge  gaps  which  might  benefit  from  further  research.  In  so 
doing,  the  following  sections  (1)  describe  many  of  the  significant 
research  contributions  to  the  field,  (2)  summarize  the  overall  conclu- 
sions of  the  research  evidence,  and  (3)  identify  major  information 
gaps  which  obstruct  refinement  of  policies  to  ensure  the  quality  of 
long-term  care. 

Although  there  may  be  relevant  lessons  to  be  learned  from  the 
literature  on  acute  care  and  chronic  disease,  this  chapter  is  limited 
in  its  scope  to  a review  of  research  (both  applied  and  basic)  which 
focuses  on  the  long-term  care  delivery  system.  To  place  relevant 
research  in  perspective,  the  chapter  will  briefly  describe  a wide  array 
of  research  rather  than  discussing  a few  efforts  in  detail.  In-depth 
discussions  of  many  of  the  studies  mentioned  hereafter  can  be 
found  in  other  chapters  of  this  volume.  It  is  our  intention  to  place 
these  studies  and  others  within  a framework  to  assist  the  reader  in 
evaluating  future  work  in  the  field. 


Measuring  the  Quality  of  Long-Term  Care 

To  develop  measures  which  adequately  assess  the  quality  of 
long-term  care,  it  is  necessary  to  begin  with  a common  understanding 
of  the  concept.  Quality  of  care  includes  a wide  range  of  concepts 
associated  with  professionally  recognized  standards  of  care. 

To  ascertain  the  level  of  compliance  with  recognized  standards  of 
care,  standards  must  first  be  developed  and  then  the  care  provided 
measured  in  relationship  to  those  standards.  In  the  case  of  long-term 
care  patients,  who  often  suffer  from  multiple  chronic  diseases,  stand- 
ards of  care  are  often  intended  to  maintain  or  slow  deterioration  of 
patients  and  reduce  exacerbations  and  acute  episodes.  For  these 
patients  more  than  others,  the  relationship  between  the  improvement 
of  health  status  and  the  receipt  of  care  is  very  difficult  to  establish. 
Thus,  it  becomes  especially  important  to  measure  the  quality  of  care 
not  only  in  terms  of  its  effect  on  patient  status,  but  also  with  respect 
to  the  provision  of  services  which  meet  professionally  recognized 
standards  for  the  appropriateness  of  provider  responses  to  patient 
need. 
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Professionally  recognized  standards  of  care  may  be  measured  by 
the  capacity  of  the  provider  to  respond  to  patient  needs  (structure), 
by  activities  with  respect  to  that  need  (process),  or  by  the  observed 
consequences  of  the  activities  (outcomes).  These  three  kinds  of 
measures  correspond  to  the  classification  scheme  proposed  by 
Donabedian  (1966,  1980),  which  groups  the  objectives  associated 
with  the  quality  of  care  into  three  categories:  structure,  process, 
and  outcome.  Human,  organizational,  and  material  resources  are  the 
basis  for  structural  components  of  care.  Availability  of  an  ade- 
quately trained  administrator,  buildings  which  meet  life  safety  codes, 
and  minimal  levels  of  nursing  staff  are  all  examples  of  structural 
aspects  of  care.  Procedures,  activities;  or  services  (and  the  re- 
sources they  use)  are  process  components  of  care  (such  as  diag- 
nostic testing,  physical  examinations,  and  therapeutic  interventions). 
Changes  in  the  physical,  functional,  and  psychosocial  status  of  the 
patient  (which  were  the  intended  result  of  care)  are  outcome  com- 
ponents of  quality.  Death,  disability,  disease,  discomfort,  and  dis- 
satisfaction of  the  patient  are  often  suggested  as  appropriate  for 
the  development  of  outcome  measures. 

Because  they  are  more  objective,  reliable,  and  easily  measurable 
than  other  criteria,  structural  measures  of  quality  have  been  the 
most  commonly  used.  Process  measures  of  quality  have  been 
studied  less  often,  in  part  because  they  are  more  difficult  to  agree 
upon  and  validate  than  structural  measures.  Outcome  measures  are 
the  most  elusive  and  have  only  recently  been  used  in  long-term 
care.  The  development  of  appropriate  outcome  measures  which 
consider  the  combinations  of  diseases  and  disabilities  of  long-term 
care  patients  is  extremely  difficult.  Different  from  process  measures, 
outcome  measures  require  that  standards  be  derived  from  a knowl- 
edge of  potential  outcomes  under  optimal  conditions  (although  out- 
come measures  themselves  need  not  be  expressed  relative  to  ideal 
outcomes).  Such  knowledge  is  not  currently  available  for  most  long- 
term care  patients. 

Institutional  capacity  (structure),  activities  (process),  and  conse- 
quences (outcome)  are  attributes  of  care  which  may  or  may  not  be 
associated.  Although  capacity  may  exist,  it  may  not  be  used  or  may 
be  used  inappropriately.  Even  if  used  appropriately,  it  may  be 
applied  in  insufficient  quantities  or  with  less  skill  than  is  needed  to 
produce  a positive  effect.  In  fact,  the  relatively  undeveloped  state 
of  the  art  of  long-term  patient  care  may  result  in  inherently  ineffec- 
tual standards  of  care.  Thus,  it  is  important  to  this  review  to  include 
studies  which  have  dealt  with  measures  of  each  kind.  The  following 
section  describes  key  studies  using  a structural  measures  of  quality. 
Thereafter,  we  summarize  studies  using  process  and  outcome 
measures.  Finally,  we  discuss  special  problems  in  specifying  out- 
come measures. 


105 


Studies  Using  Structure  and  Process  Measures  of  Quality 

Early  approaches  to  measuring  the  quality  of  care  usually  focused 
on  structural  measures.  On  the  assumption  that  these  criteria  repre- 
sent necessary,  albeit  minimal,  conditions  for  the  delivery  of  adequate 
care,  they  have  formed  the  basis  for  much  of  the  research  and 
program  emphasis  in  assuring  the  quality  of  long-term  care.  In  gen- 
eral, few  significant  associations  have  been  consistently  found  across 
studies  between  structural  measures  of  the  quality  of  care  and  the 
process  or  outcome  of  nursing  home  care.  There  is  little  or  no 
empirical  evidence  with  respect  to  these  issues  for  non-institutional 
long-term  care  services  (that  is,  home  health  or  adult  day  care). 

The  early  evidence  on  structural  characteristics  of  nursing  homes 
was  mixed.  For  example,  Gottesman  and  Bourestom  (1974)  studied 
1,144  residents  of  40  Detroit  nursing  homes,  focusing  largely  on 
hours  of  (various  types  of)  service  per  patient  day  as  their  primary 
measure  of  quality.  They  found  that  more  care  was  associated  with 
facilities  that  (1)  required  aides  to  be  experienced  in  patient  care 
and  (2)  permitted  patients  to  keep  personal  possessions  in  their 
rooms. 

Later  studies  which  investigated  the  relationship  of  general 
structural  measures  of  quality  to  the  process  of  care  have  not  found 
many  strong  links  between  them.  An  evaluation  of  skilled  nursing 
facilities  in  Massachusetts  by  Connelly  et  al  (1977)  used  a qualita- 
tive estimate  of  the  adequacy  of  three  components  of  nursing  home 
services  (medical  care,  nursing  care,  and  social  services)  for  review 
teams  to  assign  a score  of  excellent  through  poor  to  each  patient. 
When  these  estimates  (of  process  measures)  of  the  quality  of  care 
were  aggregated  to  the  facility  level,  none  of  the  structural  measures 
used  in  the  study  exhibited  a significant  relationship  to  the  quality 
of  care. 

Most  recently,  these  results  were  supported  by  preliminary  findings 
of  a three-year  study  of  74  Colorado  nursing  homes  (Shaughnessy, 
Schlenker,  et  al,  1980),  where  facility  size  and  overall  level  of  certifi- 
cation were  not  related  to  the  process  measures  of  quality  used  in 
the  study.  Greenberg  (1980)  completed  a companion  study  of 
Minnesota  nursing  homes  and  found  no  significant  difference  in  the 
quality  of  care,  measured  by  numbers  of  administrative  (process) 
certification  violations  in  a facility  on  the  basis  of  any  of  the  structural 
characteristics  measured. 

Another  study  by  Linn  et  al  (1977)  compared  similar  structural 
measures  of  quality  to  the  outcome  of  care  for  a sample  of  1,000 
male  nursing  home  patients.  Using  multivariate  analyses  to  control 
for  differences  in  their  initial  characteristics  and  prognoses,  they 
found  that  only  a few  of  their  structural  measures  of  quality  were 
consistently  related  to  the  outcome  of  care  (measured  by  mortality 
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and  change  in  functional  status).  Of  the  structural  variables,  staff 
size  and  staff-to-patient  ratios,  only  the  number  of  registered  nursing 
hours  per  patient  day  (a  measure  which  is  sometimes  classified  as  a 
general  process  measure)  was  consistently  and  positively  related  to 
good  outcome. 

In  spite  of  the  mixed  evidence  with  respect  to  structural  measures 
of  quality,  they  warrant  further  study  for  two  reasons.  First,  they 
are  relatively  easy  to  measure.  Second,  there  is  limited  evidence 
to  suggest  that  in  particular  circumstances,  structural  criteria 
directly  affect  the  process  of  care.  For  example,  Ray  et  al  (1980) 
reported  one  study  of  6,000  Medicaid  intermediate  care  facility 
(ICF)  patients  in  Tennessee  where  they  investigated  the  relationship 
between  the  use  of  antipsychotic  drugs  (a  process  measure  of  care) 
and  various  characteristics  of  physicians  and  nursing  homes  (struc- 
tural measures  of  quality).  Their  findings  indicated  that  a strong 
correlate  of  drug  usage  was  direct  care  staff-to-patient  ratios  (that 
is,  patients  treated  by  facilities  with  less  direct  care  received  more 
drugs  than  patients  in  other  facilities).  These  findings  suggest  that 
nursing  homes  which  are  understaffed  may  overutilize  antipsychotic 
drugs  as  a substitute  for  adequate  nursing  staff. 

The  University  of  Colorado  (Shaughnessy,  Tynan,  et  al,  1980) 
studied  the  quality  of  care  using  patient  level,  problem-oriented, 
process  quality  scores  in  its  evaluation  of  the  swing-bed  experi- 
ments in  Texas,  Iowa,  and  South  Dakota.  In  that  study,  several 
structural  measures  of  quality  were  found  to  be  significantly  related 
to  the  process  of  care.  For  example,  the  availability  of  social  serv- 
ices was  a consistent  positive  indicator  of  process  quality  at  the 
facility  level,  while  availability  of  dental  services  and  physical 
therapy  were  positive  determinants  of  process  quality  at  the  patient 
and  problem  levels. 

One  example  of  an  effort  to  further  refine  structural  measures  of 
quality  is  a study  recently  begun  by  Abt  Associates,  Inc.  (1980) 
entitled  “Study  of  Appropriate  Staffing  Ratios  of  Daily  Nursing  Hours 
for  the  Purpose  of  Establishing  Federal  Requirements  in  Nursing 
Homes.”  Using  a sample  of  20  facilities  in  10  different  States,  the 
study  will  measure  the  effects  of  alternative  staffing  arrangements 
on  the  process  and  outcome  of  long-term  care.  Based  on  study 
findings,  Abt  will  recommend  Federal  requirements  regarding  appro- 
priate nurse  staffing  ratios  in  nursing  homes. 

In  spite  of  a few  examples  to  the  contrary,  most  structural,  facility- 
based  measures  of  the  quality  of  care  have  not  been  shown  to  be 
directly  related  to  overall  quality  (measured  by  the  process  and  out- 
come of  care).  This  is  because  they  are  intended  to  measure  the 
capacity  for  the  provision  of  quality  of  care  but  do  not  necessarily 
measure  whether  the  capacity  is  actually  used.  It  may  also  be  due 
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to  the  fact  that  wide  variations  in  structural  measures  have  not,  and 
perhaps  cannot,  be  studied.  For  example,  violations  of  certification 
standards  are  likely  to  be  strongly  related  to  quality  if  they  fall  well 
below  certain  limits,  but  regulations  (and  even  common  sense) 
prevent  this.  In  the  areas  of  life  safety  codes  and  the  physical 
characteristics  of  the  facility,  structural  measures  of  quality  are 
useful  because  capacity  is  virtually  identical  with  performance.  On 
the  other  hand,  structural  criteria  are  least  likely  to  measure  the 
quality  of  care  in  the  areas  of  patient  activities,  social  services,  and 
rehabilitative  services,  since  they  merely  measure  whether  providers 
demonstrate  the  capacity  to  give  services  should  a patient  need 
them,  not  that  they  actually  provide  such  services.  For  this  reason, 
recent  efforts  to  assess  the  quality  of  long-term  care  have  focused 
more  intensely  on  process  and  outcome  measures  of  quality.  These 
efforts  are  summarized  in  the  next  section. 

Studies  Using  Process  and  Outcome  Measures  of  Quality 

Process  measures  of  quality  assess  quality  in  terms  of  the  re- 
sources actually  consumed  and  procedures  (services)  performed 
during  the  provision  of  care.  Both  collecting  data  and  defining 
criteria  are  more  difficult  in  process  measurement  than  in  structural 
analysis  of  the  quality  of  care.  However,  process  measures  gen- 
erally have  greater  validity,  since  they  are  more  directly  related  to 
patient  health  status.  Yet  problems  with  the  reliability  and  general 
applicability  of  process  measures  persist.  When  process  analyses 
use  medical  records  as  their  primary  source  of  data,  it  is  difficult  to 
differentiate  between  procedures  that  were  performed  but  not  re- 
corded and  procedures  that  were  never  performed;  when  verbal 
reports  are  used,  faulty  memories  can  cause  similar  problems.  Thus 
it  becomes  important  to  use  several  sources  to  collect  data  on 
process  measures  of  quality — an  expensive  and  time-consuming 
effort. 

In  all  areas  of  health  care,  the  most  prevalent  technique  for  evalu- 
ating the  process  quality  of  care  is  comparing  process  data  to 
explicit  criteria  (or  service  standards)  which  have  been  generated 
by  panels  of  experts.  Inclusion  of  “exception”  categories  for  each 
service  permits  the  criteria  to  be  applied  individually  to  each  long- 
term care  patient. 

Like  structural  criteria,  process  criteria  represent  a useful  tool 
for  evaluating  the  quality  of  care.  However,  the  use  of  either  struc- 
tural or  process  measures  is  based  upon  the  assumption  that  there 
is  a positive  causal  relationship  between  them  and  the  outcome  of 
care,  as  expressed  in  the  final  condition  of  the  patient.  As  indicated, 
this  relationship  has  not  yet  been  empirically  demonstrated  with 
much  consistency. 

Studies  which  have  found  the  weakest  relationships  between  the 
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process  and  outcome  of  the  quality  of  care  have  been  those  using 
relatively  insensitive  measures  of  the  process  and  outcome  of  care, 
for  example,  use  of  services  (a  process  or  outcome  measure,  de- 
pending on  the  acuity  level  of  the  services)  and  mortality  (outcome). 
An  implicit  assumption  within  the  framework  of  such  studies  is  that 
the  care  is  provided  (measured  by  number  of  services  of  different 
types)  in  a way  which  meets  accepted  standards  with  respect  to  the 
needs  of  each  patient.  Because  these  measures  of  process  quality 
(utilization)  are  so  loosely  linked  to  the  actual  process  of  care,  it  is 
not  surprising  that  most  such  studies  find  weak  relationships  between 
process  and  outcome  measures  of  quality. 

One  study  which  tested  the  relationship  between  the  use  of  home- 
maker and  adult  day  care  services  (process)  and  the  use  of  nursing 
home  or  acute  care  services  (outcome)  was  reported  by  Weissert 
et  al  (1980).  It  analyzed  two  groups  of  adult  day  care  patients  and 
concluded  that  only  the  adult  day  care  experimental  group  had 
significantly  lower  utilization  of  nursing  home  care  than  the  control 
group  (which  received  the  usual  array  of  services).  Neither  experi- 
mental group  had  lower  hospital  utilization.  Although  the  study 
showed  that  both  homemaker  and  day  care  programs  helped  to 
improve  the  functioning  and  lower  the  mortality  rates  of  the  patients 
participating  in  the  study,  the  significance  of  the  differences  over 
time  was  uncertain  due  to  reported  methodological  weaknesses  in 
the  study. 

Another  study  that  is  testing  the  impact  of  community-based 
services  for  the  elderly  appears  to  substantiate  the  findings  of 
lower  mortality  in  the  group  receiving  services.  Skellie  and  Coan 
(1980)  report  that,  under  a Medicaid  waiver,  the  State  of  Georgia 
is  offering  three  types  of  community-based  services  (day  care,  home 
health  care,  and  alternative  living  services)  to  all  Medicaid  clients 
over  the  age  of  50  who  would  otherwise  be  eligible  for  nursing 
home  placement.  One-quarter  of  all  clients  judged  eligible  for 
community-based  services  are  randomly  assigned  to  a control  group 
(which  receives  traditional  Medicaid/Medicare  services).  Reports 
of  the  effect  of  the  project  on  267  clients  indicate  that,  although  the 
experimental  and  control  groups  are  not  significantly  different  on 
key  baseline  measures,  use  of  project  services  appears  to  have 
decreased  mortality  rates  by  two-thirds  in  the  first  six  months  of  the 
project.  Differences  in  mortality  rates  in  the  second  six-month 
period  were  not  significantly  different  between  the  groups.  Overall, 
during  the  program’s  first  year,  15  percent  of  the  experimental  group 
died  compared  to  29  percent  of  the  control  group.  These  findings 
suggest  there  may  be  a stronger  positive  influence  on  mortality  rates 
in  the  early  period  of  a community-based  service  program,  tapering 
off  as  length  of  participation  in  the.  program  increases.  Whether  the 
impact  on  mortality  (and  life  expectancy)  will  remain  significant 


109 


over  time  remains  to  be  seen.  In  addition,  whether  the  experimental 
services  will  affect  more  sensitive  outcome  measures  (functional 
status)  is  unknown. 

Another  group  of  studies  comprises  those  which  use  components 
of  services  as  process  measures  and  change  in  functional  status 
or  the  use  of  more  intensive  levels  of  care  as  outcome  measures. 
These  studies  generally  find  few  significant  relationships  between 
process  and  outcome  measures.  They  also  conclude  that  initial 
patient  characteristics  are  a much  stronger  determinant  of  outcome 
of  care  than  is  the  process  of  care.  Mitchell  (1978)  conducted  one 
such  study  of  318  patients  in  three  different  Veterans  Administration 
long-term  care  programs  (home  health  care,  community-based  nurs- 
ing home  care,  and  hospital-based  nursing  home  care).  Although 
criticized  by  some  for  her  approach,  her  finding  that  almost  60 
percent  of  the  variation  in  patient  outcomes  (measured  by  functional 
status  at  discharge  and  mortality)  was  accounted  for  by  the  initial 
disability  level  of  the  patients  (rather  than  the  process  of  care) 
seems  well-founded.  The  relationships  found  between  process  and 
outcome  were  not  strong. 

Similar  findings  resulted  from  a study  of  home  health  care  pa- 
tients by  Kurowski  et  al  (1979).  The  authors  evaluated  the  outcomes 
of  care  (measured  by  change  in  functional  status)  in  over  2,000 
episodes  of  illness.  They  found  that  the  functional  status  of  the 
patients  at  admission  was  the  primary  determinant  of  outcome  of 
care  (not  the  process  of  care,  measured  by  utilization  of  services). 

Another  example  of  such  a study  is  one  of  101  elderly  patients  in 
a Canadian,  hospital-based  nursing  home  by  Chekryn  and  Roos 
(1979).  The  purpose  of  their  evaluation  was  to  determine  the  relation- 
ship between  process  and  outcome  measures  of  care  for  a wide 
array  of  patient  diagnoses.  Process  measures  were:  a multidisci- 
plinary patient  assessment,  specified  diagnostic  procedures  as  part 
of  the  initial  workup,  problem-oriented  care  plans,  and  contact  with 
the  patient’s  family.  Outcome  measures  included  changes  in  func- 
tional and  mental  status  from  admission  to  discharge,  changes  in 
life  satisfaction,  and  length  of  stay.  The  major  finding  of  their  study 
was  that  only  weak  or  insignificant  relationships  existed  between 
individual  outcome  measures  and  the  process  measures  of  care.  The 
only  significant  correlations  with  outcomes  were  with  functional 
and  mental  status  and  life  satisfaction  at  admission.  These  findings 
are  not  surprising,  since  the  researchers  evaluated  the  care  provided 
to  patients  with  diverse  needs  with  a generic  set  of  process  meas- 
ures, using  outcome  measures  that  were  no  more  specific  to  the 
problems  of  the  patients. 

It  is  certain  that  many  factors,  in  addition  to  specific  treatment 
and  services,  affect  health  status  in  long-term  care.  Major  influences 
can  include  the  interaction  of  multiple  diagnoses,  emotional  status, 
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environmental  adequacy,  intervening  life  events,  and  attitude  toward, 
knowledge  about,  and  willingness  to  comply  with  the  prescribed 
plan  of  care.  Thus,  although  the  measurement  of  outcome  appears 
valid  as  a measure  of  effectiveness,  the  degree  to  which  the  outcome 
in  any  particular  case  is  actually  attributable  to  the  treatment  is 
questionable.  Indeed,  McAuliffe  (1979)  argues  that  the  myriad  of 
factors  which  intervene  between  the  process  and  outcome  of  care 
make  the  relationship(s)  almost  impossible  to  demonstrate  empiri- 
cally. 

Studies  that  use  highly  specific  process  measures  linked  directly 
(and  based  on  solid  conceptual  grounds)  to  specific  outcomes  of 
care  intuitively  seem  to  offer  the  greatest  potential  for  uncovering 
the  actual  relationships  between  the  process  and  outcome  of  care. 
Although  few  long-term  studies  have  thus  far  demonstrated  strong 
relationships  between  the  two,  there  is  reason  to  believe  that  cur- 
rent research  efforts  will  be  able  to  determine  the  true  nature  of 
these  relationships.  This  expectation  is  based,  in  part,  on  the  find- 
ings of  several  small  experiments  intended  to  assess  the  effects  of 
a particular  treatment(s)  on  the  outcome  of  patient  care. 

One  such  study  was  conducted  by  Langer  and  Rodin  (1976)  in 
a nursing  home  in  Connecticut,  where  the  impact  on  psychosocial 
functioning  over  time  was  tested  by  giving  patients  greater  choice 
and  control  over  their  own  environment.  The  findings  of  this  study 
indicate  that  there  is  a stronger  relationship  between  the  process  and 
outcome  of  care  than  detected  previously,  and  they  highlight  the 
importance  of  process  and  outcome  measures  which  are  specific 
to  the  problem  under  study. 

Another  in-progress  research  effort  cited  earlier  is  using  highly 
specific  measures  to  evaluate  the  quality  of  care  in  Colorado  nursing 
homes  (Shaughnessy,  Schlenker  et  al,  1980;  Harley  et  al,  1981).  This 
investigates  the  relationship  between  problem-specific  process  cri- 
teria (forced  fluids,  for  example)  and  changes  in  patient  status  over 
time,  measured  by  outcomes  which  are  conceptually  linked  to  a 
particular  problem  and  the  process  of  care  appropriate  to  that 
problem  (for  example,  improvement  in  the  problem  of  dehydration). 
Changes  in  selected  problems  expected  to  exhibit  varying  degrees 
of  association  between  process  and  outcome  quality  measures  will 
be  evaluated  over  a three-month  period.  Findings  of  this  study 
should  provide  some  information  on  discernible  relationships  be- 
tween the  process  and  outcome  of  care  controlling  for  certain 
intervening  events. 

A second  study  (Shaughnessy  and  Kurowski,  1980a)  will  expand 
this  methodology  to  assess  the  quality,  including  the  process  and 
outcome,  of  care  provided  to  patients  of  four  different  long-term 
care  modalities:  hospital-based  nursing  homes,  free-standing  nurs- 
ing homes,  hospital-based  home  health  agencies,  and  free-standing 


111 


home  health  agencies.  This  study  is  intended  to  provide  policy 
recommendations  with  respect  to  appropriate  placement  and  quality 
assurance  activities  in  home  health  and  nursing  home  care. 

Another  study  was  recently  developed  by  the  intramural  research 
staff  of  the  National  Center  for  Health  Services  Research  (Weissert 
and  Wan,  1980),  to  provide  incentive  payments  to  nursing  homes  in 
two  cities  in  order  to  encourage  more  appropriate  care  on  the 
basis  of  process  measures  of  quality  and  better  outcomes.  The 
experiment  is  intended  to  determine  whether  nursing  homes  can  be 
encouraged  to  admit  severely  dependent  patients  and  provide  them 
with  quality  care.  This  study  should  also  provide  information  with 
respect  to  potential  relationships  between  care  provided  on  the 
basis  of  highly  specific  patient  care  plans  (process  criteria)  and 
positive  outcomes  in  health  status. 

Refining  Outcome  Measures 

Outcome  evaluation  in  patient  care  has  received  a great  deal  of 
attention  recently  as  the  most  appropriate  way  to  approach  the 
concept  of  quality.  Conceptually,  attaining  appropriate  outcome 
represents  the  ultimate  validation  of  the  effectiveness  of  the  care 
process.  However,  it  is  extremely  difficult  to  specify  appropriate 
outcomes  of  care  and  to  empirically  demonstrate  their  relationship 
to  the  process  of  care. 

Specifying  appropriate  outcomes  of  long-term  care  requires  prior 
knowledge  in  two  related  aspects  of  health:  the  general  course  of 
health  status  expected  of  individuals  at  a given  level  of  physical 
and  mental  status  or  age  and  the  expected  response  of  particular 
problems  (or  disease  states)  to  treatment.  Because  of  the  wide 
variation  in  patient  problems,  outcome  criteria  (if  they  are  to  be 
sensitive)  must  be  specified  in  relationship  to  the  particular  problem 
which  produces  dysfunction,  not  only  in  terms  of  final  outcomes,  but 
more  importantly,  in  terms  of  intermediate  outcomes.  For  example, 
degenerative  joint  disease  may  cause  mobility  restrictions  which  will 
never  show  improvement  on  an  activities  of  daily  living  (ADL)  scale. 
Nonetheless,  appropriate  treatment  may  produce  measurable  results 
in  relief  of  pain,  ability  to  engage  in  more  social  activities,  and  in- 
creased well-being.  Such  expected  outcomes  have  been  determined 
for  only  a limited  number  of  conditions.  Stroke  and  hip  fracture  are 
two  such  conditions  that  have  been  studied  in  detail  (Granger  et  al, 
1977;  Lehman  et  al,  1975;  Miglietta  et  al,  1976). 

Establishing  outcomes  from  a purely  empirical  base  is  both  difficult 
and  expensive.  It  requires  that  large  quantities  of  data  be  collected 
and  analyzed  and  that  the  variation  in  the  quality  of  care  be  con- 
trolled. One  recent  study  by  Wan  et  al  (1979)  highlights  this  difficulty. 
Based  on  a comparison  of  expected  changes  in  functional  status 
compared  to  actual  changes  over  three  months,  they  found  that 
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prognostic  judgments  were  accurate  only  50  percent  of  the  time. 
One  important  drawback  of  the  study  methodology  was  its  inability 
to  control  for  variations  in  the  quality  and  appropriateness  of  services 
provided.  In  other  words,  implicit  in  the  judgment  about  expected 
outcomes  is  an  estimate  of  the  expected  quality  of  services  provided 
(process  quality).  If  these  implicit  expectations  are  unmet,  then 
conceptually  expected  outcomes  will  also  be  unmet.  Since  the 
nature  of  the  relationship  between  the  outcome  and  process  of  care 
is  unclear,  how  it  affects  prognosis  is  also  unclear.  This  is  why,  as 
stated  earlier,  it  is  often  best  to  base  outcome  standards  on  the 
assumption  that  optimal  or  totally  appropriate  care  is  provided. 
Outcome  measures  can  then  be  expressed  relative  to  such  standards. 

An  example  of  current  efforts  to  address  the  issue  of  prognosis 
is  being  conducted  by  the  Rand  Corporation  in  Los  Angeles  (Kane, 
1980).  In  that  study,  actual  changes  in  the  outcomes  of  500  patients 
will  be  compared  to  multidisciplinary,  prognostic  judgments.  Quality 
of  services  provided  vyill,  in  theory,  be  held  relatively  constant  by 
using  data  collected  only  in  high  quality  nursing  homes.  The  study 
by  Weissert  and  Wan  (1980),  described  earlier,  will  pay  nursing 
homes  for  achieving  optimal  outcomes.  Findings  of  such  studies 
should  permit  a comparison  of  actual  outcomes  to  those  possible 
under  optimal  circumstances,  thereby  advancing  our  capacity  to 
interpret  the  meaning  of  quality  of  care  measured  in  patient  out- 
comes. 

Due  partly  to  greater  difficulties  in  controlling  for  intervening 
factors  which  confound  the  process-outcome  relationship,  appro- 
priate outcomes  for  home  health  care  are  less  well-specified  than 
those  for  nursing  home  care.  In  fact,  only  within  the  past  few  years 
have  home  health  care  providers  begun  to  develop  outcome  criteria 
at  all  for  evaluating  the  quality  of  home  health  care.  One  recent 
example  is  a system  (Daubert,  1977)  developed  entirely  on  the  basis 
of  professional  opinions.  It  provides  an  example  of  an  attempt  at 
patient  classification  by  prognosis  and  translation  of  patient  assess- 
ment into  a tool  for  care  planning  and  analysis  of  outcomes.  An- 
other example,  reported  by  Decker  et  al  (1979),  is  a voluntary,  state- 
wide program  in  Minnesota  to  improve  patient  assessment,  the 
process  of  care,  and  the  outcome  of  care.  That  system  was  devel- 
oped on  the  basis  of  expert  opinion  and  focuses  solely  on  outcome 
criteria  because,  as  the  authors  report,  auditing  patient  records  to 
develop  process  criteria  was  extremely  time  consuming  and  costly. 
One  hundred  twenty  sets  of  outcome  criteria  covering  33  different 
conditions  were  eventually  developed.  The  vast  majority  of  the  510 
patients  reviewed  during  pilot  testing  of  the  criteria  did  not  meet 
their  outcomes,  primarily  due  to  the  presence  of  unavoidable  and 
unexpected  complications.  In  spite  of  this,  the  authors  anticipate 
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that  by  focusing  the  nurses’  attention  on  the  desired  outcomes, 
patient  care  processes  will  improve. 

One  group  that  has  specified  exceptions  to  outcome  criteria  is  the 
Pennsylvania  Assembly  of  Home  Agencies,  which  began  a state-wide 
quality  assurance  project  in  1974  (Berkoben,  1977).  Using  expert 
opinion,  the  group  developed  outcome  criteria  sets  for  12  problems 
(including  arthritis,  cardiovascular  disease,  hip  fracture,  and  mental 
illness).  Up  to  13  outcomes  for  each  problem  were  specified.  The 
criteria  were  used  to  compare  outcome  quality  scores  across  pro- 
viders for  2,500  patients  treated  in  two  years.  Thus  far,  the  criteria 
sets  have  not  been  actually  used  to  evaluate  the  outcomes  of  care 
as  they  relate  to  process  or  structural  measures  of  quality. 

To  tailor  outcome  measures  to  the  prognosis  of  the  patient,  the 
Visiting  Nurse  Association  of  New  Haven  also  developed  a set  of 
outcome  criteria  for  patients  grouped  according  to  their  rehabilita- 
tive potential  (Daubert,  1979).  For  example,  one  group  includes 
patients  with  acute  diseases  who  are  expected  to  recover  fully;  their 
outcome  objective  is  complete  elimination  of  existing  health  prob- 
lems. 

One  project  which  uses  an  empirical  approach  (rather  than  one 
based  solely  on  expert  opinion)  is  being  conducted  by  the  Visiting 
Nurse  Association  of  Omaha  (Martin  et  al,  1979).  By  analyzing 
problem  and  outcome  data  for  patients  in  four  agencies  in  Nebraska, 
Iowa,  Delaware,  and  Texas,  the  Association  developed  specific  out- 
come criteria  for  each  of  the  most  common  home  health  problems. 
Outcomes  were  then  clustered  by  problem  group  to  identify  those 
which  were  met  in  the  majority  of  cases.  At  this  writing,  these  out- 
come criteria  are  still  being  field-tested. 

None  of  the  outcome  measures  developed  specifically  for  home 
care  have  been  well  tested.  Thus,  it  is  difficult  to  say  which,  if  any, 
will  be  valid  and  reliable  for  assessing  the  relationship  of  process  or 
structural  measures  of  quality  to  the  outcome  of  care. 

In  summary,  these  concerns  have  led  to  the  continuing  debate 
over  the  relative  advantage  of  using  process  measures,  as  opposed 
to  outcome  measures,  to  assess  the  quality  of  care  (or  as  a basis 
for  corrective  actions  and  policy  decisions).  What  is  becoming  clear 
is  the  presence  of  a “threshold”  level  of  process  or  structural  quality 
below  which  a poor  outcome  is  much  more  likely  and  above  which 
the  relationship  between  process  (or  structure)  and  outcome  is  less 
predictable.  Furthermore,  the  studies  cited  make  a strong  argu- 
ment that  attempts  to  compare  the  outcome  of  long-term  care  should 
take  into  account  the  initial  characteristics  and  overall  individual 
potential  (that  is,  initial  health  status)  of  the  patient.  In  other  words, 
each  patient  possesses  a unique  combination  of  disabilities,  accom- 
panying complications,  subjective  expectations,  beliefs,  and  specific 
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demographic  characteristics.  The  subsequent  use  of  services  is 
partly  determined  by  this  and  by  the  decisions  and  practices  of 
providers.  Measures  used  to  categorize  patients  with  respect  to  the 
process  or  outcome  of  treatment  must  incorporate  this  uniqueness, 
or  they  run  the  risk  of  being  invalid. 

Summary  of  the  Evidence 

Results  of  long-term  care  research  generally  support  the  conclu- 
sion that  the  relationship  between  structural  measures  of  quality 
and  the  process  of  care,  and  between  the  process  of  care  and  its 
outcome,  is  not  well  established.  In  spite  of  this,  we  know  a reason- 
able amount  about  certain  aspects  of  such  relationships  and  there- 
fore about  specific  issues  related  to  the  measurement  of  the  quality 
of  long-term  care.  First,  structural  criteria  are  least  likely  to  measure 
process  and  outcome  quality  in  the  areas  such  as  patient  activities, 
social  services,  and  rehabilitative  services  because  they  merely 
measure  whether  a provider  demonstrates  the  capacity  to  provide 
services  should  a patient  need  them.  They  do  not  indicate  whether 
the  organization  actually  has  a functioning  program,  and  least  of  all, 
if  it  actually  provides  services  to  patients  who  need  them. 

Second,  process  criteria  generally  constitute  a useful  tool  for 
evaluating  the  quality  of  care.  The  use  of  either  structural  or  process 
measures  is  usually  based  upon  the  assumption  that  there  is  a 
causal  relationship  between  them  and  the  outcome  of  care  as 
expressed  in  the  patient’s  final  condition.  However,  this  relationship 
has  not  yet  been  consistently  demonstrated.  Third,  although  con- 
ceptually the  attainment  of  outcome  represents  the  ultimate  valida- 
tion of  the  effectiveness  of  the  care  process,  it  is  difficult  to  specify 
appropriate  outcomes  of  care  and  to  empirically  relate  individual 
outcomes  to  the  process  of  care.  Thus,  expert  opinion  (not  out- 
comes) may  be  the  best  way  to  validate  process  measures  of  care. 

Fourth,  those  assessing  the  outcome  of  long-term  care  must  con- 
sider the  initial  characteristics  and  overall  potential  of  the  individual 
patients.  Fifth,  in  addition  to  validated  measures  and  accurate  data, 
other  necessary  conditions  for  the  determination  of  the  true  relation- 
ships between  the  three  types  of  measures  of  the  quality  of  care  are 
adequate  sample  sizes,  financial  resources,  and  time.  In  part 
because  of  the  effect  of  intervening  events  on  the  health  status  of 
long-term  care  patients,  thorough  and  practical  studies  require 
substantial  resources.  This  situation  suggests  the  necessity  of 
committing  further  resources  to  the  effort,  rather  than  abandoning  it. 

Assuring  the  Quality  of  Long-Term  Care 

Although  there  are  various  approaches  to  quality  assurance,  they 
generally  may  be  classified  as  market  and  non-market  mechanisms. 
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The  obvious  market  mechanism  for  ensuring  quality  is  the  exercise 
of  freedom  of  choice  (most  often  on  the  part  of  private  patients)  to 
purchase  services  in  the  marketplace.  The  indirect  effects  of  reim- 
bursement (a  second  market  mechanism)  on  the  quality  of  long-term 
care  and  the  incorporation  of  quality  assurance  incentives  into 
reimbursement  schemes  have  only  begun  to  be  studied  (Shaugh- 
nessy  and  Kurowski,  1980b). 

Non-market  methods  include  both  direct  and  indirect  efforts  to 
ensure  quality.  Indirect  efforts  include  approaches  such  as  certifi- 
cate-of-need  requirements  that  services  be  of  demonstrated  quality 
and  appropriateness.  Another  indirect  quality-enhancing  effort  is 
the  imposition  of  educational  requirements  on  long-term  care  per- 
sonnel. Yet  the  most  common  approach  to  ensuring  the  quality  of 
long-term  care,  and  the  one  to  which  most  research  evidence  per- 
tains, has  been  the  use  of  direct  non-market  (regulatory)  efforts. 
Thus,  direct  non-market  or  regulatory  approaches  serve  as  the  focus 
of  this  section. 


Licensure 

Formal  programs  intended  to  directly  ensure  the  quality  of  long- 
term care  were  instituted  in  the  early  1930s,  when  States  developed 
the  licensure  survey  process  which  all  nursing  homes  must  undergo 
before  providing  services.  The  licensure  of  health  professionals  and 
the  organizations  in  which  they  provide  care  is  a basic  quality 
assurance  mechanism  found  in  most  health  care  settings.  Licensure 
occurs  primarily  at  the  State  level  and  is  intended  to  ensure  a mini- 
mal level  of  organizational  capacity  (or  professional  competence). 
It  is  the  process  by  which  a governmental  agency  grants  permission 
to  individuals  or  organizations  meeting  predetermined  qualifications 
to  provide  given  services  or  engage  in  a given  occupation. 

Facility  licensure  standards  are  generally  based  on  structural 
measures  of  quality,  although  some  States  have  recently  expanded 
patient  care/service  requirements.  Nursing  homes  in  all  States 
must  be  licensed  (for  a specific  number  of  beds  at  a particular  level 
of  care)  in  order  to  treat  patients  (regardless  of  their  desire  to 
receive  Medicare  or  Medicaid  funding);  22  States  currently  have 
licensure  laws  for  home  health  agencies;  three  States  license  adult 
day  care  programs.  Personnel  licensure  standards  are  also  typically 
based  on  structural  requirements,  for  example,  minimal  levels  of 
education,  internships,  and  examinations.  All  clinical  personnel 
(for  example,  physicians,  nurses,  therapists)  working  in  long-term 
care  programs  are  required  by  their  State  practice  laws  to  be 
licensed.  Furthermore,  the  nursing  home  administrator  is  the  only 
type  of  health  care  administrator  required  by  all  States  to  be 
licensed. 
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Certification 


With  the  passage  of  the  Social  Security  Act  Amendments  of  1965, 
which  established  the  Medicare  and  Medicaid  programs,  providers 
were  required  to  undergo  a certification  survey  before  being  reim- 
bursed by  either  program.  To  be  certified  eligible  to  receive  reim- 
bursement for  care  rendered  to  Medicare  and  Medicaid  beneficiaries, 
nursing  homes  (providing  skilled  and/or  intermediate  levels  of  care), 
home  health  agencies,  and  adult  day  care  programs  must  meet 
certain  “conditions  of  participation.’’  These  conditions  are  gen- 
erally based  on  “structural’’  requirements  intended  to  ensure  the 
capacity  to  provide  adequate  care.  They  focus  on  the  availability  of 
certain  services,  educational  requirements  of  the  staff,  minimal 
staffing  patterns,  fire  and  safety  codes,  etc.  The  conditions  for  home 
health  agencies  are  similar,  but  fewer  in  number,  to  those  currently 
in  effect  for  nursing  homes.  They  emphasize  management  structure 
rather  than  actual  patient  care.  Certification  requirements  for  adult 
day  care  exist  in  only  two  of  the  eight  States  which  currently  reim- 
burse for  the  services  under  the  Medicaid  program.  It  is  important 
to  keep  in  mind  that  certification  requirements  pertain  only  to  pro- 
viders reimbursed  by  Medicare  or  Medicaid. 

Mandatory  Medical  Care  Review 

One  part  of  the  certification  requirements  calls  for  Medicaid  and 
Medicare  programs  to  provide  yearly  medical  care  reviews  of  all 
publicly  funded  nursing  home  patients  to  ensure  a minimum-level 
quality  of  care.  This  review  is  conducted  by  the  departments  of 
health  or  social  services  in  each  State  for  Medicaid  patients  and  by 
the  Federal  regional  agencies  for  Medicare  patients  (although  often 
contracted  to  the  States  thereafter). 

Medicare  requires  that  the  appropriateness  of  services  and  the 
quality  of  care  be  reviewed  by  a utilization  review  committee  (within 
a skilled  nursing  home).  Similar,  but  broader,  requirements  im- 
posed upon  facilities  by  Medicaid  are  called  Utilization  Control  and 
Inspection  of  Care  (loC).  The  Medicaid  requirements  applicable  to 
intermediate  care  are  limited  to  loCs.  Both  types  of  reviews  (pre- 
viously called  Periodic  Medical  Review  and  Independent  Profes- 
sional Review)  assess  the  adequacy  of  services  provided  (generally 
using  process  criteria  and,  sometimes,  outcome  criteria)  and  the 
necessity  of  continued  placement. 

Voluntary  Peer  Review 

In  the  mid-1940s,  the  nursing  home  industry  itself  began  an  in- 
formal system  to  review  the  types  of  care  provided  and  the  outcome 
of  that  care.  Such  voluntary  peer  review  began  at  about  the  same 
time  for  home  health  providers.  Peer  review  is  performed  by  practic- 


117 


ing  health  professionals  (nursing  home  or  home  health  agency 
administrators)  to  assess  the  adequacy  of  services  provided  by 
other  members  of  the  same  profession.  In  long-term  care,  peer 
review  usually  takes  the  form  of  accreditation.  Requirements  focus 
on  structural  criteria,  such  as  the  education  or  experience  of  the 
administrator,  and  the  quality  of  the  recordkeeping,  rather  than  on 
the  actual  provision  of  services. 

A recent  report  on  long-term  care  quality  assurance  programs  to 
the  Undersecretary  of  DHHS  (1980)  summarizes  the  general  goals 
of  such  programs: 

(1)  Providers  must  meet  minimum  structural  standards  (for  ex- 
ample, certification,  licensure,  voluntary  peer  review). 

(2)  Client  placement  is  appropriate,  with  respect  to  the  level  and 
site  of  care  (for  example,  mandatory  medical  review/PSRO). 

(3)  Care  meets  professional  standards  of  quality  (for  example, 
mandatory  medical  review/PSRO,  voluntary  peer  review). 

(4)  Care  reflects  changes  in  the  quality  and  need  for  care  (for 
example,  mandatory  medical  review/PSRO). 

The  extent  to  which  these  goals  are  met  is  related  to  the  state  of  the 
art  of  quality  measurement  (discussed  earlier)  and  to  the  effective- 
ness of  the  quality  assurance  programs  (as  discussed  in  the  follow- 
ing four  sections). 

Certification  and  Licensure  Programs 

Because  there  are  so  many  components  of  long-term  care  quality, 
it  has  been  impossible  to  emphasize  all  components  and  programs 
equally.  Partly  because  of  early  scandals  involving  fatal  nursing 
home  fires,  licensure  and  certification  standards  have  emphasized 
physical  plant  and  equipment  requirements  (which  are  often  costly 
to  the  facility  owner),  possibly  diverting  funds  which  might  have 
been  invested  in  other  aspects  of  the  quality  of  care.  This  emphasis 
was  not  surprising  given  that  much  was  known  about  building  con- 
struction, educational  requirements,  etc.,  while  there  was  little 
agreement  about  the  specific  components,  programs,  and  measures 
appropriate  for  nursing  and  medical  care,  social  services,  etc.  Now 
that  the  possibility  of  major  disasters  due  to  structural  deficiencies 
has  been  reduced  dramatically,  it  is  easy  for  critics  to  focus  on 
other  deficiencies  in  long-term  care,  pointing  to  the  failure  of  struc- 
tural standards  to  improve  the  care  in  these  other  areas. 

The  foundation  for  structural  standards  was  described  previously. 
In  essence,  structural  measures  of  quality  concentrate  on  evaluat- 
ing the  physical  plant,  the  written  procedures,  and  the  internal 
documents  which  detail  procedures  for  complying  with  standards, 
among  other  things.  They  focus  on  the  capacity  to  provide  care, 
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rather  than  on  the  actual  provision  of  care  itself.  Very  little  attention 
is  given  to  the  quality  of  care  or  life.  Thus  far,  researchers  have  not 
succeeded  in  empirically  validating  many  specific  facts  about  which 
of  the  structural  measures  of  quality  are  most  important.  Thus,  those 
involved  in  implementing  these  programs  have  been  forced  to  refine 
the  process  of  certification  and  licensure  largely  on  the  basis  of 
conceptually  appealing  arguments. 

In  recent  years,  several  States  have  attempted  to  refine  the  certifi- 
cation process  to  concentrate  their  resources  on  nursing  homes 
with  histories  of  poor  quality  of  care.  In  theory,  this  restructuring  of 
the  review  process  is  intended  to  obtain  the  greatest  improvement 
in  patient  care  for  a fixed  sum  of  money.  Examples  of  States  trying 
to  streamline  the  certification  process  include  Wisconsin  (Wisconsin 
Department  of  Health  and  Social  Services,  1979),  Colorado  (Colorado 
Department  of  Health,  1980),  New  York  (Schneider  and  O’Sullivan, 
1980),  Ohio  (Ohio  Nursing  Home  Commission,  1979),  and  Illinois 
(Medicus  System  Corp.,  1976).  Generally,  their  approach  has  been 
to  focus  on  the  key  certification  standards  which  appear  to  be  most 
directly  related  to  patient  care  and  to  review  facilities  with  a history 
of  violations  in  greater  depth  than  those  without  such  histories. 

Two  examples  are  illustrative  of  these  efforts.  Wisconsin  has 
published  an  evaluation  of  its  experience  with  a focused  review 
process.  The  1978-79  annual  report  of  the  Nursing  Home  Quality 
Assurance  Project  (Wisconsin  Department  of  Health  and  Social 
Services,  1979)  reports  that  in  the  first  year  of  operation,  about  the 
same  number  of  deficiencies  which  directly  threaten  the  health, 
safety,  or  welfare  of  residents  were  detected  in  those  homes  as- 
signed to  the  new  review  process  as  in  the  facilities  reviewed  with 
the  full  process.  Further,  they  detected  fewer  deficiencies  which 
were  not  directly  threatening  to  the  health,  safety,  or  welfare  of 
residents.  The  conclusion  of  the  Department  of  Health  and  Social 
Services  after  one  year  of  operation  was  that  the  focused  survey 
detects  serious  deficiencies  in  the  quality  of  nursing  home  care  as 
well  as  the  full  survey  process.  An  independent  evaluation  of  the 
program  began  in  July  of  1980. 

Using  certification  non-compliance  data,  the  Colorado  Department 
of  Health  has  taken  a similar  approach  to  evaluate  nursing  homes 
(Colorado  Department  of  Health,  1980).  Thirty-six  out  of  541  Federal 
survey  elements  were  selected  on  the  basis  of  their  (a)  importance  to 
some  aspect  of  patient  care,  (b)  potential  impact  on  the  safety  of 
patients,  (c)  compliance  not  affected  by  “intervening  issues”  such 
as  area-wide  manpower  or  reimbursement  shortages,  or  (d)  perti- 
nence to  patient  rights.  An  overall  score  for  each  nursing  home  was 
computed,  based  on  the  number  of  deficiencies  in  the  prior  year. 
This  measure  was  found  to  be  highest  for  State-run  facilities  and 
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lowest  for  county-based  nursing  homes.  (Statistical  tests  of  signifi- 
cance were  not  reported.)  Colorado  has  not  yet  had  the  opportunity 
to  review  nursing  homes  for  certification  using  this  approach, 
although  State  regulators  are  hopeful  that  their  experiences  will  be 
similar  to  those  of  Wisconsin.  Such  similarity  would  suggest  that 
the  certification  process  could  be  streamlined  without  sacrificing  its 
ability  to  detect  the  more  important  (patient  care  related)  violations 
of  quality  of  care  standards. 

New  York  is  developing  an  innovative  approach  to  long-term  care 
quality  assurance  and  has  received  Federal  waivers  to  begin  imple- 
menting the  program  throughout  the  State.  New  York  will  use  a 
screening  mechanism  based  on  patient  conditions  or  outcomes  to 
identify  facilities  which  require  further  review.  This  allows  the 
reviewers  to  assess  process  quality  only  in  selected  facilities.  The 
system  is  currently  being  field-tested.  Early  findings  suggest  that 
the  system  is  workable,  using  regular  field  surveyors  (Schneider 
and  O’Sullivan,  1980). 

To  the  best  of  our  knowledge,  no  such  revision  of  the  licensure 
and/or  certification  processes  for  home  health  agencies  has  taken 
place  at  the  State  level.  Even  though  22  States  currently  license 
such  agencies,  no  studies  have  compared  the  quality  of  care  offered 
by  licensed  providers  to  that  offered  by  unlicensed  providers.  Since 
there  is  no  reason  to  expect  licensure  to  be  any  more  effective  for 
home  health  than  nursing  home  care,  such  studies  might  shed  some 
light  on  reviews  for  both  programs.  Revised  conditions  of  partici- 
pation were  published  for  comment  at  the  Federal  level,  but  their 
scope  or  purpose  was  not  appreciably  altered  from  existing  stand- 
ards. Although  some  providers  argue  on  the  basis  of  anecdotal  evi- 
dence, no  studies  thus  far  have  directly  investigated  the  effectiveness 
of  certification  standards  in  ensuring  the  quality  of  home  health  care. 

Regulations  in  the  area  of  adult  day  care  are  in  the  developmental 
stage  and  vary  considerably  by  State.  An  internal  study  currently 
being  conducted  by  the  Health  Care  Financing  Administration,  DHHS, 
indicates  that,  of  the  eight  States  which  reimburse  for  adult  day 
care  services  under  Medicaid  (California,  Georgia,  Kansas,  Maryland, 
Massachusetts,  New  Jersey,  New  York,  and  Washington),  only  four 
have  either  licensure  or  certification  programs.  Of  these,  Massachu- 
setts and  California  review  individual  patient  care  procedures  in 
addition  to  evaluating  structural  measures  of  care.  The  other  States 
use  a variety  of  less  structured  mechanisms  for  monitoring  adult  day 
care  programs.  As  indicated  previously,  there  is  no  evidence  yet 
on  the  effectiveness  of  these  programs. 

Another  component  of  the  certification/licensure  review  process 
which  strongly  influences  the  success  of  the  programs  is  enforce- 
ment. A review  by  the  Ohio  Nursing  Home  Commission  (1979)  found 
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a wide  disparity  among  the  various  professionals  involved  in  the 
survey  process  (for  example,  nurses,  sanitarians,  and  life  safety 
code  inspectors)  with  respect  to  sanctions  recommended  and  viola- 
tions judged  important.  The  Commission  concluded  that  their  “con- 
sultative” model  of  enforcement  (with  education  and  consultation 
as  the  primary  method  of  response  to  violations)  promotes  too  close 
a relationship  between  inspectors  and  nursing  homes,  which  results 
in  unreported  violations  year  after  year.  Therefore  the  Commission 
recommended  the  adoption  of  interim  sanctions  (receivership,  fines, 
etc.)  recently  made  possible  at  the  State  level  through  Federal 
regulations. 

Until  recently,  the  only  generally  available  option  to  a State  when 
it  found  violations  of  certification  requirements  was  the  termination 
of  certification.  States  viewed  this  as  a severe  punishment,  a difficult 
and  time-consuming  process,  and  one  that  was  potentially  damaging 
to  residents’  health.  As  a result,  facilities  continued  to  provide  care 
until  violations  become  so  pervasive  that  decertification  was  the  only 
appropriate  sanction.  But  Federal  regulations  provided  no  allowance 
for  the  due  process  requirements  of  the  States,  so  the  State  Medicaid 
agency  was  at  risk  to  assume  the  total  cost  of  services  for  patients 
in  facilities  which  were  no  longer  certified.  If  the  facility’s  certifica- 
tion revocation  was  upheld  on  appeal,  the  Federal  share  of  Medicaid 
nursing  home  costs  incurred  during  the  litigation  process  was  not 
paid  to  the  State.  The  result  was  that  nursing  homes  were  often 
allowed  to  continue  treating  patients  for  years  while  violations  went 
•uncorrected. 

Following  in  the  footsteps  of  Ohio,  six  States  have  adopted  systems 
which  allow  for  the  licensing  agency  to  issue  fines  for  violations  of 
nursing  home  standards.  Upon  determining  a deficiency,  an  inspec- 
tor issues  a citation  which  gives  the  facility  a certain  period  of  time 
(often  one  month)  to  correct  it.  If  the  deficiency  has  not  been  cor- 
rected within  the  appropriate  time,  a fine  is  levied,  from  $250  to 
$1,000  per  day,  until  the  violation  is  corrected.  Unfortunately,  any 
fine  has  the  potential  of  reducing  funds  available  for  patient  care, 
thus  possibly  promoting  additional  violations. 

Another  possible  sanction  is  civil  receivership  which  legally  trans- 
fers control  of  the  management  of  the  facility  to  another  individual 
or  organization.  Six  States  now  currently  grant  their  licensing  au- 
thority this  option.  Receivership  has  several  advantages  in  that  it 
does  not  move  residents,  it  is  easier  to  impose  than  removal  of  a 
license,  and  the  receiver  has  freedom  of  action  to  correct  deficien- 
cies. Receivership  is  not  without  its  problems,  however.  Some  States 
have  had  difficulty  in  finding  individuals  or  organizations  willing  to  be 
receivers.  Other  enforcement  tools  which  have  been  discussed 
include  malpractice  suits  and  requirements  in  professional  licensure 
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that  observed  violations  be  reported  to  authorities  (Butler,  1979). 

Clearly,  there  is  no  easy  solution  to  the  question  of  enforcement. 
It  will  be  especially  important  to  evaluate  the  impact  of  the  proce- 
dural and  enforcement  changes  in  the  licensure-certification  process, 
at  the  same  time  improving  our  understanding  of  the  important 
structural  measures  of  quality  which  serve  as  their  bases. 

Mandatory  Medical  Care  Review  Programs 

As  discussed  earlier,  mandatory  medical  care  (sometimes  called 
quality  of  care)  reviews  are  studies  to  evaluate  and  improve  the 
quality  of  long-term  care.  Although  there  are  several  types,  they 
generally  are  performed  by  multidisciplinary  teams  using  specific 
criteria.  Generally  based  on  process  criteria  of  quality,  these  reviews 
are  required  by  Federal  law  for  all  publicly-financed  nursing  home 
patients  (and  for  a sample  of  home  health  patients)  and  are  the 
responsibility  of  the  Medicaid  (and  Medicare)  agency. 

Medical  care  should  be  reviewed  for  all  Medicare/Medicaid  ad- 
missions to  nursing  homes  prior  to  the  expiration  of  the  length  of 
stay  which  is  assigned  at  the  time  of  pre-admission  certification. 
This  is  concurrent  assessment  of  the  necessity  for  placement,  the 
appropriateness  of  the  care  provided,  and  the  quality  of  that  care. 
The  actual  quality  of  care  portion  of  the  review  process  is  intended 
to  evaluate  the  appropriateness  and  quality  of  several  aspects  of 
care  provided  to  Medicare/Medicaid  patients.  It  is  often  composed 
of  two  types  of  review:  a broad  screen  and  the  in-depth  (focused) 
review.  (These  same  types  of  reviews  are  typically  completed  in- 
ternally by  home  health  agency  utilization  review  or  audit  commit- 
tees.) 

Medical  care  evaluation  studies  are  usually  intended  to  be  educa- 
tional mechanisms  to  ensure  the  quality  of  care,  frequently  by 
studying  the  process  and  outcome  of  care  retrospectively.  Such 
studies  may  include  (1)  administrative  audits  which  concentrate  on 
the  adequacy  of  structural  measures  of  quality  (for  example,  hos- 
pital transfer  agreements,  nursing  care  records,  frequency  of  phy- 
sician visits);  (2)  medical  audits  which  can  entail  focused  diagnostic 
studies  to  evaluate  the  process  of  care  for  particular  medical  condi- 
tions (such  as  diabetes  or  skin  ulcers)  based  upon  explicit  profes- 
sional criteria;  and  (3)  outcome  indicator  studies  which  evaluate 
problem-specific  outcomes  of  care  for  various  patient  groups.  Like 
certification  and  licensure  efforts  to  improve  the  quality  of  care, 
medical  care  evaluation  studies  are  only  as  good  as  the  measures 
and  the  enforcement  process  they  use. 

Whether  concurrent  quality  assurance  reviews  or  retrospective 
medical  care  evaluations  (performed  externally  by  PSROs  or  State 
agencies  and  internally  by  utilization  review  committees)  actually 
improve  the  process  or  outcome  of  care  is  uncertain.  Several  studies 
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have  contended  that  their  impact  is  substantial  (Allison-Cooke  and 
Ellis,  1979;  Bronx  PSRO,  1979;  Kahn  et  al,  1975;  Kahn  ef  at,  1977), 
while  a major  evaluation  effort  funded  by  DHHS  concluded  that 
there  was  much  more  to  be  done  (Kane  et  al,  1979a  and  b). 

A study  completed  by  Allison-Cooke  and  Ellis  (1979)  examined 
the  San  Joacquin  Valley  PSRO  (SJPSRO)  using  measures  of  nursing 
home  quality  that  were  developed  using  a checklist  of  43  non-specific 
process  quality  measures  (such  as  admission/transfer  information, 
nursing  care  plans,  availability  of  special  services,  etc.).  Each 
facility  was  assigned  a final  score  based  upon  the  weighted  average 
of  non-compliance  with  the  items  on  the  checklist.  The  control  group 
of  nursing  homes  was  not  subject  to  the  PSRO  review;  a second 
group  was  subject  to  major  PSRO  interventions  (including  frequent 
continued  stay  reviews  and  follow-up  audits),  while  a third  study 
group  was  reviewed  in  the  SJPSRO’s  traditional  manner.  Compari- 
son of  pre-  and  post-test  measures  at  six-month  intervals  revealed 
that,  on  the  basis  of  changes  in  the  process  measures  of  quality, 
the  control  group  quality  of  care  significantly  deteriorated,  while  the 
study  group  subject  to  traditional  PSRO  review  exhibited  the  greatest 
improvement.  The  authors  concluded  that  concurrent  review  proce- 
dures using  medical  care  evaluations  significantly  improved  the 
process  quality  of  care  in  nursing  homes. 

The  study  of  PSRO  quality  assurance  programs  which  found  them 
insufficient  was  reported  by  Kane  et  al  (1979a  and  b).  In  that  study, 
researchers  retrospectively  assessed  the  operation  of  10  PSRO 
demonstration  sites  during  1976-1978,  using  a case  study  approach. 
With  respect  to  the  general  quality  assurance  components  of  the 
PSRO  review  programs  studied,  the  authors  recommended  several 
areas  for  improvement,  including  (1)  the  addition  of  bedside  patient 
assessment  to  the  review  process,  (2)  increased  attention  to  criteria 
development,  especially  for  drug  use,  (3)  the  addition  of  more  out- 
come criteria,  (4)  increased  participation  of  non-physicians  in  the 
review  process,  and  (5)  improvement  in  the  capacity  for  feedback 
to  and  from  nursing  homes  to  determine  which  recommendations 
were  accepted. 

Their  findings  concerning  concurrent  PSRO  quality  review  sug- 
gest that  the  process  was  able  to  identify  deficiencies,  although 
evidence  of  effectiveness  was  primarily  anecdotal.  Furthermore,  at 
least  six  of  the  PSROs  took  an  active  role  in  promoting  quality,  by 
educating  and  consulting  with  nursing  home  personnel.  The  study 
concluded  that,  in  general,  the  PSROs  lacked  effective  follow-up 
systems. 

With  respect  to  in-depth  medical  care  evaluation  studies,  the 
authors  suggested  that  these  studies  be  used  only  to  supplement 
overall  concurrent  quality  assurance  programs  for  several  reasons: 
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(1)  There  was  great  difficulty  in  developing  appropriate  process 
and  outcome  criteria. 

(2)  There  was  disagreement  about  the  scope  and  content  of  the 
studies. 

(3)  Delegation  of  studies  to  nursing  homes  was  not  effective. 

To  improve  the  effectiveness  of  medical  reviews,  several  new 
projects  have  just  begun.  The  Health  Care  Financing  Administra- 
tion recently  awarded  a contract  to  develop  a nursing  home  PSRO 
evaluation  protocol  which  will  provide  design  specifications  for  the 
conduct  of  PSRO  quality  assurance  programs.  The  final  product  of 
the  contract  will  permit  analyses  of  the  impact  of  PSROs  on  the 
quality,  utilization,  and  cost  of  long-term  care  review.  The  same 
agency  recently  distributed  a request  for  proposals  to  research 
organizations  to  develop  quality  assurance  guidelines  for  PSRO 
review  of  home  health  care.  The  contract  was  awarded  to  the 
Orkand  Corporation  in  1981  and  should  provide  valuable  information 
about  appropriate  procedures  and  measures  to  ensure  the  quality 
of  home  care.  Regardless  of  which  agency  eventually  performs  the 
reviews,  the  contracts  should  provide  valuable  information. 

Voluntary  Peer  Review 

Both  the  American  Health  Care  Association  and  the  American 
Association  of  Homes  for  the  Aged  (national  organizations  repre- 
senting the  nursing  home  industry)  and  the  Joint  Commission  on 
Accreditation  of  Hospitals  (JCAH;  largely  representing  hospital- 
based  facilities)  have  established  guidelines  for  peer  review.  Some 
State  affiliates  of  the  first  two  groups  link  peer  review  to  continued 
membership  in  the  association;  the  same  is  true  of  JCAH  accredita- 
tion at  the  national  level.  Sanctions  can  be  severe;  in  Louisiana  and 
California,  peer  review  committees  have  recommended  the  revoca- 
tion of  nursing  home  licenses.  It  is  important  to  note  that  vigorous, 
voluntary,  peer  review  efforts  in  the  nursing  home  industry  are  not 
common,  however.  Although  there  are  some  States  with  effective 
programs,  they  are  the  exception  and  not  the  rule. 

For  example,  a few  State  nursing  home  associations,  such  as 
those  in  Minnesota  and  Maryland,  have  sponsored  active  peer  review 
programs  for  several  years.  These  programs  generally  have  site 
visit  teams  composed  of  administrators  and  other  health  care  pro- 
fessionals who  review  dietary,  nursing,  and  social  services,  in 
addition  to  genera!  administration  and  building  maintenance.  Such 
efforts  are  intended  to  incorporate  continuing  education  as  well  as 
quality  assurance  activities  into  one  process.  In  Maryland,  if  a 
facility  does  not  meet  the  standards  of  the  association,  it  is  given 
time  to  correct  deficiencies  but  denied  continued  membership  if 
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corrections  are  not  made  in  a specified  time  period.  If  violations 
affect  the  safety  of  patients,  the  association  reports  its  findings  di- 
rectly to  the  health  department  for  remedial  action. 

Several  voluntary  peer  review  programs  exist  for  home  health 
agencies.  These  include  those  of  JCAH  (which  applies  to  hospital- 
based  programs),  the  National  League  for  Nursing,  and  the  National 
Council  for  Homemaker-Home  Health  Aid  Services  (CHHHAS). 
CHHHAS  has  developed  a list  of  structurally-oriented,  quality  of 
care  measures  by  which  a home  health  agency  can  measure  its 
compliance  with  accepted  standards  of  care.  Another  national 
agency  representing  member  home  health  agencies,  the  National 
League  for  Nursing,  established  a voluntary  accreditation  program 
in  1977.  Thus  far,  few  home  health  programs  (106  to  date)  have 
taken  advantage  of  this  accreditation  program,  and  no  studies  are 
known  which  compare  the  quality  of  care  provided  by  accredited  and 
unaccredited  providers. 

In  general,  in  spite  of  isolated  instances,  peer  review  programs  in 
nursing  homes  and  home  health  agencies  have  received  little  atten- 
tion from  the  industries.  Thus,  their  impact  has  been  essentially 
untested. 


Summary  of  the  Evidence 

Results  of  the  evaluation  of  long-term  care  quality  assurance  pro- 
grams generally  support  the  conclusion  that  prior  efforts  have  not 
been  effective  in  maintaining  or  improving  the  quality  of  care  pro- 
vided. However,  recent  attempts  to  improve  such  programs  indicate 
that  modifications  to  the  programs  may  be  having  a positive  impact 
on  their  effectiveness. 

Specifically,  the  evaluation  of  current  quality  assurance  efforts 
supports  the  following  findings.  First,  current  licensure  and  certifi- 
cation standards  for  home  health  and  nursing  home  care  are  not 
sufficient  to  ensure  high  quality  care.  Second,  preliminary  conclu- 
sions from  the  several  States  that  are  experimenting  with  “stream- 
lined” certification  and  licensure  surveys  suggest  that  serious 
deficiencies  can  be  as  well  detected  using  such  surveys  as  with 
the  full  survey  process.  Third,  additional  interim  enforcement  options 
in  the  licensure  and  certification  areas  improve  the  probability  that 
standards  will  be  enforced.  To  the  extent  that  lack  of  enforcement 
has  negatively  affected  the  quality  of  care,  these  new  options  should 
improve  the  care  of  patients.  Fourth,  evidence  on  the  effectiveness 
of  quality  of  care  and  medical  care  evaluation  studies  is  mixed. 
Evidence  of  positive  effects  is  largely  anecdotal.  Finally,  there  are 
no  available  empirical  studies  on  the  effectiveness  of  voluntary  peer 
review  as  an  approach  to  long-term  care  quality  assurance. 
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Summary 

Measuring  and  ensuring  the  quality  of  long-term  care  are  not 
simple  tasks.  The  field  is  characterized  by  features  which  make 
these  tasks  especially  difficult,  including  the  presence  of  (1)  a large 
number  of  different  types  of  programs  and  settings  (that  is,  nursing 
homes,  home  health  agencies,  adult  day  care  programs),  (2)  multi- 
disciplinary teams  of  providers  representing  diverse  and  sometimes 
conflicting  points  of  view,  and  (3)  patients  who  are  often  not  expected 
to  improve.  Thus,  existing  analytic  approaches  and  methods  must 
be  refined  to  specifically  address  the  idiosyncratic  nature  of  long- 
term care. 

It  is  clear  that  although  there  is  much  to  be  learned  from  existing 
research,  there  is  much  more  to  be  learned  from  future  efforts  to 
develop  the  state  of  the  art  of  measurement  and  assurance  of  the 
quality  of  long-term  care.  These  efforts  should  be  guided  by  two 
principles.  First,  the  temptation  to  summarily  discard  efforts  to 
measure  or  ensure  the  quality  of  care  because  of  their  imperfections 
should  be  resisted.  As  described  earlier  in  this  chapter,  several 
approaches  to  evaluating  and  ensuring  the  quality  of  long-term  care 
have  been  attempted  during  the  past  decade.  Depending  on  how 
the  effectiveness  of  such  efforts  are  judged,  it  is  safe  to  say  that  all 
have  been  imperfect,  and  several  have  been  relatively  unsuccessful. 
The  tendency  to  argue  that  these  efforts  have  been  tried  and  judged 
lacking  and  should  not  be  further  investigated  could  be  termed 
“research  annihilism.”  In  fact,  many  have  strengths,  and  additional 
study  of  these  efforts  could  reveal  features  on  which  we  should 
build  as  well  as  those  approaches  which  should  be  discarded.  This 
might  be  termed  “research  incrementalism”  and  warrants  strong 
consideration  if  we  expect  to  provide  practical  results  upon  which 
to  base  long-term  care  quality  assurance  policies. 

Second,  because  of  cost  limitations,  as  well  as  the  breadth  of 
potential  approaches  to  quality  measurement  and  assurance,  it  is 
essential  to  develop  priorities  indicating  the  areas  of  patient  care 
in  strongest  need  of  attention.  This  would  involve  developing  expert 
opinion-based  lists  of  patient  care  services  or  patient  typologies 
where  quality  problems  are  most  serious  and  frequent,  as  well  as 
developing  priorities  about  which  settings  or  provider  types  have 
the  most  serious  quality  problems.  Research  resources  are  limited, 
and  efforts  cannot  be  uniformly  distributed  across  all  potential  areas. 
The  above  two  principles  may  serve  as  guidelines  in  developing 
specific  research  projects  to  measure  and  ensure  the  quality  of 
long-term  care. 

Several  specific  areas  requiring  research  are  listed  below. 

• Refined  Measures  of  the  Quality  of  Care:  The  refinement  of  the 


126 


specificity,  sensitivity,  reliability,  and  relevance  of  process  and 
outcome  (and  even  structural)  measures  of  the  quality  of  care 
is  a continuing  need.  This  need  is  particularly  acute  with  re- 
spect to  home  health  care.  If  these  types  of  measures  are  to  be 
incorporated  into  quality  assurance  systems,  the  data  upon 
which  they  are  based  should  not  be  extremely  difficult  to 
collect.  Yet  the  measures  must  be  refined  enough  to  adequately 
capture  the  patient  status,  process,  and  outcome  relationships 
within  the  care  process. 

• Relationship  of  Process  and  Outcome  Measures  of  Quality: 
Further  research  is  essential  to  determine  the  nature  of  the 
process-outcome  relationships  in  health  care  to  validate  accept- 
able process  measures.  Evaluation  of  these  relationships  must 
be  undertaken  in  various  care  settings,  for  different  problems, 
diagnoses,  and  procedures,  and  under  varying  provider  types 
and  durations  of  care.  It  is  imperative  to  recognize  and  deter- 
mine, if  possible,  the  point  at  which  increases  in  the  numbers 
of  types  of  services  provided  produce  diminishing  marginal 
utility  with  respect  to  improvements  in  patient  status  (out- 
comes). 

• Optimal  Outcomes/Effectiveness:  Conceptual  and  empirical 
research  is  needed  to  further  determine  the  optimal  outcomes 
possible  for  patients  with  various  health  impairments.  Quality 
standards  can  be  defined  in  terms  of  maximum  rather  than 
optimal  outcomes,  but  it  is  difficult  to  evaluate  the  level  of 
outcome  attained  unless  knowledge  exists  about  the  possible 
levels  of  outcome  under  the  best  of  circumstances  (controlling 
for  differences  in  initial  patient  status). 

• Case-Mix  Measures:  At  a theoretical  level,  quality  cannot  be 
separated  from  case-mix  since  patient  outcomes  are  dependent 
on,  and  defined  in,  terms  of  patient  conditions  or  health  prob- 
lems. To  define  quality  using  changes  in  patient  status  or  out- 
comes, it  is  necessary  to  initially  specify  the  patient  condition 
or  patient  status.  Empirical  refinement  of  case-mix  measures 
and  classification  schemes  which  lend  themselves  to  quality 
measurement  is  needed.  Since  descriptors  of  patient  status 
are  used  both  as  measures  of  patient  needs  and  measures  of 
patient  outcomes  over  time,  such  descriptors  form  a key  com- 
ponent of  any  long-term  care  placement,  utilization  review,  and 
quality  assurance  system. 

• Incentives  to  Change  Provider  Behavior:  A fundamental  purpose 
associated  with  quality  assurance  is  to  provide  a remedial 
mechanism  to  increase  the  quality  of  care  in  those  areas  where 
it  is  wanting.  This  emphasizes  the  need  for  continued  research 
into  ways  of  changing  provider  behavior  through  increased 
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awareness,  incentives,  and,  where  appropriate,  disincentives. 

• Relationship(s)  Between  Quality  and  Cost:  A major  gap  in  our 
knowledge  is  the  relationship  between  measures  of  case-mix, 
quality  of  care,  and  cost  of  care.  Since  quality  incentives  can 
be  incorporated  into  reimbursement  only  if  the  relationships 
between  (various  types  of)  quality  measures  and  (various  types 
of)  costs  are  known  or  accurately  estimated,  such  relationships 
should  form  the  focus  of  empirical  studies.  Furthermore,  addi- 
tional conceptual  refinement  is  needed  on  whether  (and  how) 
definitions  of  quality  should  include  cost,  or  at  least  implicitly 
refer  to  cost. 

• Quality  Assurance  and  Reimbursement:  The  issue  of  where 
lines  should  be  drawn  in  attempting  to  link  quality  assurance 
and  reimbursement  needs  considerable  study.  It  is  doubtful  that 
a complete  unification  of  the  two  objectives  can  be  attained  by 
a single  program.  Further,  the  possibility  of  subjecting  only 
portions  of  institutions  (cost  centers,  specific  patient  categories, 
etc.)  to  a unified  quality  assurance/reimbursement  approach 
needs  to  be  researched. 

In  conclusion,  the  refinement  of  approaches  to  quality  measure- 
ment and  assurance  is,  without  doubt,  an  essential  goal  from  the 
perspective  of  an  efficient  and  effective  long-term  care  delivery 
system.  However,  in  view  of  the  apparent  methodological  and  opera- 
tional impediments,  it  is  necessary  to  recognize  that  the  attainment 
of  such  a goal  will  require  a substantial  investment  of  resources  and 
take  place  in  a gradual  and  evolutionary  manner. 

The  authors  wish  to  acknowledge  the  invaluable  assistance  of  their  asso- 
ciate, Linda  Breed,  who  obtained  much  of  the  background  material  for  this 
paper.  Alan  Rosenfeld  and  Christine  Bishop  of  Brandeis  University  and 
Mark  Meiners  of  the  National  Center  for  Health  Services  Research,  DHHS, 
provided  valuable  comments  and  suggestions  on  earlier  drafts  of  this 
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Chapter  V 


Nursing  Homes,  Home  Health  Services, 
and  Adult  Day  Care 

by  Susan  Lloyd  and  Nancy  T.  Greenspan 


Introduction 

This  chapter  discusses  the  levels  of  supply,  utilization,  and  ex- 
penditures for  the  delivery  of  three  modes  of  long-term  care  services: 
nursing  homes,  home  health-homemaker  services,  and  adult  day 
care.  Because  of  the  lack  of  unity  in  the  collection  of  long-term  care 
data,  truly  comparable  data  are  not  available.  The  data  presented 
here  represent  our  best  efforts  to  obtain  the  most  recent  figures. 

This  chapter  will  address,  in  three  parts,  the  available  data  on 
nursing  homes,  home  health  services,  and  adult  day  care.  Part  I, 
which  concerns  nursing  homes,  presents  data  on  the  entire  nursing 
home  industry  (gleaned  mainly  from  the  1977  National  Nursing  Home 
Survey)  and  describes  the  conditions  for  and  the  scope  of  govern- 
ment subsidization  of  nursing  home  care  under  the  Medicare  and 
Medicaid  programs.  Because  there  are  no  data  with  which  to  draw 
a picture,  of  the  total  home  health  service  industry,  Part  II  will 
examine  only  the  home  health  services  that  are  publicly  funded 
(through  Medicare,  Medicaid,  Title  XX,  and  Title  lll-B-OAA).  Part  III 
uses  the  limited  1980  data  to  describe  adult  day  care  nationally, 
with  ensuing  sections  on  the  adult  day  care  services  funded  by 
Medicaid,  SSA  Title  XX,  and  Title  lll-B-OAA. 

Part  I— Nursing  Home  Sector 

Total  Nursing  Home  Sector  (SNF,  ICF,  Non-Certified) 

Supply 

In  the  1977  National  Nursing  Home  Survey  (NNHS),  the  National 
Center  for  Health  Statistics  defines  a nursing  home  as  a facility 
offering  living  accommodations,  personal  care,  and,  in  most  in- 
stances, some  degree  of  health  care  to  the  elderly  and  disabled. 
The  NNHS  then  subcategorizes  nursing  homes  into  four  groups: 
nursing  care  homes  (nurses  are  employed  and  at  least  50  percent 
of  the  residents  receive  nursing  care),  personal  care  homes  with 
nursing  (nurses  may  or  may  not  be  employed,  but  there  is  some 
nursing  care  and  health  supervision),  personal  care  homes  (there  is 
no  nursing  care  of  residents  although  there  is  some  health  care 
supervision),  and  domiciliary  homes  (only  personal  care  is  provided). 
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TABLE  V-1 


Ratio  of  Nursing  Home  Beds  to  Elderly,  1977 


Age 

1977  U.S. 
Population 

Number  of  Nursing 
Home  Beds  per 
1,000  Elderly 

Ratio  Beds: 
Elderly 

65  Years  or  Older 

23,494,000 

60  Beds  per 
1,000  Elderly 

1:17 

75  Years  or  Older 

8,910,000 

157  Beds  per 
1,000  Elderly 

1:6 

85  Years  or  Older 

2,079,000 

673  Beds  per 
1,000  Elderly 

2:3 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979).  adapted  from  Tables  1 and  18. 


According  to  the  1977  NNHS,  there  were  18,900  nursing  homes  in 
the  country,  with  1,402,400  beds  and  1,303,100  residents.  During 
this  same  time,  the  population  of  elderly  Americans  (defined  as 
65  years  or  older)  was  23,494,000;  therefore,  there  were  approxi- 
mately 60  nursing  home  beds  for  every  1,000  elderly,  with  the  ratios 
for  older  age  cohorts,  75  to  84  and  85+  years,  far  higher,  as  shown 
in  Table  V-1.  An  important  consideration  when  analyzing  nursing 
home  bed  supply  is  the  wide  variation  among  and  within  States. 

TABLE  V-2 

Number  and  Distribution  of  Nursing  Homes,  Beds,  and 
Residents  by  Type  of  Facility,  1977 


..  , , Nursing  Homes  Beds  Residents 

Nursing  Home  

Characteristics  Number  Percent  Number  Percent  Number  Percent 


All  Nursing 

Homes  18,900  100%  1,402,400  100%  1,303,100  100% 

Nursing  Care 

Homes  12,300  65%  1,105,100  79%  1,113,300  85% 

Personal  Care 
and  Domiciliary 

Homes  6,600  35%  297,300  21%  189,800  15% 


Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977,  (Washington:  U.S.  Government 
Printing  Office,  1979)  Table  1. 
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Data  collected  for  1978  show  that,  although  the  average  national  bed 
supply  was  approximately  56  beds  per  1,000  elderly,  the  range  in 
bed  supply  extended  from  a high  of  approximately  97  beds  per  1,000 
elderly  in  South  Dakota  to  a low  of  23  beds  per  1,000  elderly  in 
Florida  (Strahan,  1979).  Seventy-nine  percent  of  beds  and  85  percent 
of  residents  were  in  nursing  care  homes;  65  percent  of  institutions 
were  classified  as  nursing  care  homes.  (See  Table  V-2.) 

The  1977  NNHS  shows  that  the  predominant  ownership  pattern 
for  nursing  homes  is  proprietary  (77  percent).  This  contrasts  sharply 
to  the  ownership  pattern  of  acute  care  hospitals,  where  85  percent 
are  primarily  non-profit.  (See  Table  V-3.)  According  to  Burton  Dun- 
lop (1979),  proprietary  ownership  of  the  majority  of  nursing  home 
beds  has  been  characteristic  of  the  industry  at  least  since  the  1940s. 
On  the  average,  proprietary  nursing  homes  are  somewhat  smaller 
than  non-profit  homes. 

The  1977  NNHS  also  indicates  that  three  out  of  four  nursing  homes 
in  the  country  were  Federally  certified  to  accept  Medicare  and/or 
Medicaid  patients  at  the  skilled  and/or  intermediate  level.  Although 
4,700  nursing  homes  (25  percent  of  all  nursing  homes  nationally) 
did  not  participate  in  Federal  certification  programs,  they  possessed 
only  12  percent  of  the  beds.  (See  Table  V-4.) 

All  nursing  homes,  regardless  of  ownership  or  certification  status, 
had  a uniformly  high  occupancy  rate  of  89  percent.  (See  Tables  V-5 
and  V-6.)  One  consequence  of  high  occupancy  rates  is  that  they 
can  inhibit  effective  regulation.  Authorities  vacillate  in  the  enforce- 


TABLE  V-3 

Number  and  Distribution  of  Nursing  Homes, 
Beds,  and  Residents  by  Ownership,  1977 


..  ..  Nursing  Homes  Beds  Residents 

Nursing  Home  

Characteristics  Number  Percen^Number  Percent  Number  Percent 


All  Nursing 
Homes 

18,900 

100% 

1,402,400 

100% 

1,303,100 

100% 

Proprietary 

14,500 

77% 

971 ,200 

69% 

888,800 

68% 

Non-Profit 

4,400 

23% 

431 ,300 

31% 

414,300 

32% 

Voluntary 

3,400 

18% 

295,600 

21% 

281 ,800 

22% 

Government 

1,000 

6% 

135,700 

10% 

132,500 

10% 

1 Figures  do  not  add  to  total  due  to  rounding. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Table  1. 


135 


TABLE  V-4 


Number  and  Distribution  of  Nursing  Homes, 
Beds,  and  Residents  by  Certification  Status,  1977 


..  u Nursing  Homes  Beds  Residents 

Nursing  Home  

Characteristics  Number  Percent  Number  Percent  Number  Percent1 


All  Nursing 
Homes 

Certified  Nursing 
Homes 
SNF  only 
SNF  and  ICF 
ICF  only 
Non-Certified 
Nursing  Homes 


18,900  100% 

14,200  75% 

3.600  19% 

4.600  24% 
6,000  32% 

4,700  .25% 


1,402,400  100% 

1,235,000  88% 
294,000  21  % 

549.400  39% 

391 ,600  28% 

167.400  12% 


1,303,100  100% 

1,165,600  90% 

269,600  21  % 
527,800  41  % 
368,200  28% 

137,500  11% 


1 Figures  do  not  add  to  total  due  to  rounding. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Table  1. 

ment  of  licensure  or  certification  standards  for  substandard  institu- 
tions if  there  is  no  better  place  to  transfer  the  residents. 

The  1977  NNHS  shows  the  mode  for  nursing  home  size  to  be  small 
facilities  of  fewer  than  50  beds.  However,  the  majority  (87  percent) 
of  nursing  home  beds  were  located  in  larger  nursing  homes  of  more 
than  50  beds  (Table  V-7).  In  1977,  the  average  size  of  nursing 


TABLE  V-5 

Number  and  Distribution  of  Residents  by  Ownership  of 
Nursing  Home  and  Occupancy  Rate,  1977 


Ownership 

Number  of 
Residents 

Percent  of 
Distribution 

Occupancy 

Rate 

All  Nursing  Homes 

1,303,100 

100% 

89% 

Proprietary 

889,000 

68% 

90% 

Non-Profit 

415,000 

32% 

87% 

Voluntary 

282,000 

22% 

87% 

Government 

133,000 

10% 

87% 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Tables  1 and  2. 
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TABLE  V-6 


Number  and  Distribution  of  Residents  by  Certification  Status 
of  Nursing  Homes  and  Occupancy  Rate,  1977 


Certification  Status1 

Number  of 
Residents 

Percent  of 
Distribution2 

Occupancy 

Rate 

All  Nursing  Homes 

1,303,100 

100% 

89% 

SNF  Only 

270,000 

21% 

92% 

SNF  + IGF 

528,000 

41% 

89% 

ICF  Only 

368,000 

28% 

87% 

Non-Certified 

137,000 

11% 

89% 

1 This  does  not  indicate  that  all  patients  were  at  the  level  of  care  for 
which  the  institution  is  certified.  Private  pay  patients  are  not  officially  classi- 
fied by  level  of  care. 

2 Figures  do  not  add  to  total  due  to  rounding. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Tables  1 and  2. 

homes,  according  to  ownership,  was  67  beds  for  proprietary  institu- 
tions, 87  beds  for  voluntary  institutions,  and  136  beds  for  government 
institutions  (derived  from  Table  V-3). 

Utilization 

The  typical  nursing  home  resident  is  described  in  the  1977 
National  Nursing  Home  Survey  as  an  80  year-old,  widowed,  white 


TABLE  V-7 

Number  and  Distribution  of  Nursing  Homes 
According  to  Bed  Size,  1977 


Size 

Nursing  Homes 

Beds 

Number 

Percent 

Number 

Percent 

All  Nursing  Homes 

18,900 

100% 

1,402,400 

100% 

Less  than  50  Beds 

8,000 

42% 

182,900 

13% 

50-99  Beds 

5,800 

31% 

417,800 

30% 

100-199  Beds 

4,200 

22% 

546,400 

39% 

200  Beds  or  More 

900 

5% 

255,300 

18% 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Table  1. 
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woman,  suffering  from  approximately  three  chronic  health  problems. 
She  had  been  in  the  nursing  home  1.6  years  at  the  point  of  the 
survey.  General  characteristics  by  demographic  variable  from  the 
NNHS  1977  indicate  the  following: 

• Approximately  86  percent  of  the  residents  of  nursing  homes  are 
65  years  of  age  or  older,  with  35  percent  of  the  total  75  years 
and  over. 

• Seventy-one  percent  of  nursing  home  residents  are  female.1 
When  age  is  held  constant,  it  would  be  expected  that  there 
would  be  approximately  the  same  rate  of  institutionalization  for 
both  sexes.  However,  this  is  not  the  case;  women  still  have  a 
higher  rate  of  institutionalization  than  do  men. 

• Twelve  percent  of  nursing  home  residents  were  married.  In  the 
elderly,  non-institutionalized  population  age  65  to  74  years, 
81  percent  of  the  men  and  48  percent  of  the  women  were  mar- 
ried. In  the  elderly  population  age  75  years  and  older,  70  per- 
cent of  the  men  and  23  percent  of  the  women  were  married 
(Bureau  of  Census,  1980).  It  therefore  appears  that  a major 
variance  between  the  elderly  in  nursing  homes  and  the  non- 
institutionalized  elderly  is  marital  status,  with  a higher  percent- 
age of  the  unmarried  residing  in  nursing  homes. 

Interestingly,  when  age  and  marital  status  are  both  standardized, 
the  rate  of  institutionalization  for  unmarried  women  is  consistently 
lower  than  the  rate  of  institutionalization  for  unmarried  men,  except 
in  the  85  years  and  older  category.  However,  married  women  in  all 
age  brackets  have  a higher  rate  of  institutionalization  than  do  mar- 
ried men.  This  may  be  partially  explained  by  the  cultural  convention 
that  there  is  an  age  differential  between  spouses,  with  the  husband 
likely  to  have  a somewhat  younger  spouse  to  care  for  him  should 
he  fall  ill. 

• Ninety-two  percent  of  the  residents  of  nursing  homes  were 
white  Americans;  another  6 percent  were  black,  and  1 percent 
were  Hispanic.  Blacks  were  under-represented  in  nursing  homes, 
since  they  compose  8.3  percent  of  the  nation’s  elderly  popula- 
tion (Administration  on  Aging,  1980).  However,  when  nursing 
home  utilization  is  disaggregated  by  primary  source  of  payment, 
blacks  are  only  under-represented  in  the  category  of  nursing 
home  residents  primarily  supported  by  private  funds. 


1 Figures  from  a personal  communication  with  the  State  and  National  Esti- 
mate Branch,  Population  Division,  Bureau  of  the  Census,  show  that  in  1977, 
of  the  U.S.  population  age  65  years  and  older,  59  percent  were  female.  Of 
the  population  age  75  years  and  older,  64  percent  were  female.  Of  the 
population  85  years  and  older,  69  percent  were  female. 
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• Nursing  home  residents  had  an  average  of  3.5  burdensome 
chronic  ailments.  The  most  prevalent  illnesses  and  disabilities 
among  nursing  home  residents  were  arteriosclerosis  (49  per- 
cent), heart  trouble  (34  percent),  and  senility  (32  percent). 

• The  NNHS  showed  that  in  1977,  37  percent  of  nursing  home 
residents  had  lengths  of  stay  less  than  one  year;  another  33  per- 
cent had  stays  between  one  and  three  years,  and  31  percent 
were  there  three  or  more  years  at  the  point  of  the  survey.  The 
median  number  of  days  of  nursing  home  residence  was  597,  or 
approximately  1%  years. 

The  majority  of  admissions  to  nursing  homes  (54  percent)  were 
patients  transferred  from  another  health  facility  primarily  general  or 
short-stay  hospitals  (32  percent).  However,  a sizable  proportion  of 
the  nursing  home  admissions  (40  percent)  came  directly  from  a pri- 
vate residence,  mostly  from  homes  that  they  shared  with  others  (24 
percent).  (See  Table  V-8.) 

As  shown  in  Table  V-9,  56  percent  of  nursing  home  residents 
listed  a government  program  as  their  primary  source  of  support. 
This  does  not  necessarily  mean  that  100  percent  of  these  residents’ 
nursing  home  charges  were  paid  by  a government  program.  The 
Medicaid  program  requires  a copayment  from  the  nursing  home 
recipient  whenever  the  recipient  has  resources  (pensions,  insurance 
benefits,  private  income  sources)  to  contribute,  and  the  Medicare 
program  requires  a copayment  of  $22.50  from  its  beneficiaries  for 
day  21  to  day  100  of  nursing  home  care. 

Thirty-eight  percent  of  the  residents  of  nursing  homes  listed 
private  funds  as  their  primary  source  of  support.  Note  that  this  cate- 
gory of  nursing  home  residents  does  not  necessarily  exclude 
Medicaid-supported  residents  because  a Medicaid  recipient  in  a 
nursing  home  could  personally  contribute  51  percent  or  more  to  the 
cost  of  his/her  care  (say  through  a pension),  with  Medicaid  picking 
up  the  remaining  49  percent  or  less. 

Expenditures 

In  1979,  the  U.S.  population  spent  an  estimated  $17.8  billion  on 
nursing  home  care  (Gibson,  1980).2  This  represents  9.4  percent  of 
the  estimated  $118.6  billion  spent  on  personal  health  care  in  1979 
and  is  only  surpassed  by  expenditures  on  hospital  care  ($85.3  bil- 
lion) and  physicians’  services  ($40.6  billion).  The  1979  figures  for 
nursing  home  care  represent  a 15  percent  increase  in  expenditures 
over  1978  and  almost  a 470  percent  increase  for  the  decade  1969- 


2 The  Division  of  National  Cost  Estimates  defines  nursing  home  care  more 
restrictively  than  the  NNHS  and  only  includes  in  its  cost  estimate  figures  for 
“nursing  care  home.” 
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TABLE  V-8 

Living  Arrangements  Prior  to  Nursing  Home  Admission, 
by  Primary  Source  of  Payment,  1977 


All  Privately 
All  Supported 

Residents  of  Residents  in  Medicaid  Medicaid 


All  Nursing 

Living  Homes 

Arrangements  (1,303,300) 

All  Nursing 
Homes 
(500,900) 

SNF 

Residents 

(260,700) 

ICF 

Residents 

(362,600) 

All  Living 

Arrangements 

100%i 

100% 

100% 

100% 

Another  Health  Facility 

54%  i 

49% 

66%  1 

52%  i 

General  or  Short- 

Stay  Hospital 

32% 

31% 

44% 

24% 

Another  Nursing 

Home 

13% 

12% 

14% 

13% 

Mental  Hospital 

6% 

3% 

3% 

10% 

Other  Health  Facility 

or  Unknown 

4% 

2% 

4% 

4% 

Private  Residence 

40% 1 

46% 

30% 

42%  1 

Alone 

14% 

18% 

8% 

12% 

With  Others 

24%  i 

25%  i 

19%  1 

26%  1 

Children 

10% 

10% 

10% 

13% 

Spouse 

6% 

9% 

3% 

4% 

Other  Relative 

6% 

5% 

5% 

8% 

Unrelated  Persons 

3% 

3% 

3% 

2% 

Unknown  if 

With  Others 

3% 

3% 

3% 

3% 

Unknown  or  Other 

Arrangement 

5% 

5% 

4% 

6% 

1 Figures  do  not  add  to  total  due  to  rounding. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Table  40. 

1979.'  As  Gibson  reported,  nursing  home  input  price  increases  alone 
rose  8 percent  per  year  in  the  period  1970-1978,  which  can  be  par- 
tially attributed  to  increases  in  food  and  fuel  prices  and  to  increases 
in  the  national  minimum  wage.  Other  factors  advanced  to  explain 
the  overall  increase  in  expenditures  for  nursing  home  care  include 
the  changing  demography  of  the  U.S.  population  (both  the  sizable 
growth  in  the  number  of  elderly  and  their  advancing  aging)  and  also 
the  increased  costs  associated  with  more  stringent  licensure  stand- 
ards on  the  State  and  Federal  levels. 
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TABLE  V-9 

Utilization  of  Nursing  Homes  by  Primary  Source 
of  Payment,  1977 


Number  of  Nursing 

Primary  Source  of  Payment 

Home  Residents 

Percent1 

All  Sources 

1,303,100 

100% 

Public  Support 

732,900 

56% 

Medicare 

26,200 

2% 

Medicaid  SNF  and  ICF 

623,300 

48% 

Other  Government  Assistance 

or  Welfare 

83,400 

6% 

Private  Support — Own  Income  or 

Family  Support 

500,900 

38% 

All  Other  Sources 

69,200 

5% 

1 Figures  do  not  add  to  total  due  to  rounding. 

Source:  National  Center  for  Health 

Statistics,  The  National  Nursing  Home 

Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 

Printing  Office,  1979),  adapted  from  Tables  19  and  40. 

TABLE  V-10 

Public/Private  Financing  of  Nursing  Home  Care, 

Calendar  Year  1979 

Total  Nursing  Home  Care 

$17.8  billion 

100% 

Private  Payments 

$ 7.7  billion 

43.3% 

Consumer  Payments 

$ 7.6  billion 

42.7% 

Direct  Payments 

$ 7.5  billion 

42.1  % 

Insurance  Benefits 

$ .1  billion 

.6% 

Other  Private  Funds 

$ .1  billion 

.6% 

Business/ln-Plant 

Philanthropy 

$ .1  billion 

.6% 

Public  Programs 

$10.1  billion 

56.7% 

Federal  Programs 

$ 5.5  billion 

30.9% 

Medicare 

$ .4  billion 

2.1  % 

Public  Assistance 

$ 4.8  billion 

27.0% 

Medicaid 

$ 4.8  billion 

27.0% 

Non-XIX  Assistance 

-0- 

Veterans’  Administration 

$ .3  billion 

1.7% 

State  and  Local  Programs 

$ 4.6  billion 

25.8% 

Public  Assistance 

$ 4.6  billion 

25.8% 

Medicaid 

$ 4.0  billion 

22.5% 

Non-XIX  Assistance 

$ .6  billion 

3.4% 

Source:  Gibson,  Robert  M.,  “National  Health  Expenditures, 

1979,’’  Health 

Care  Financing  Review,  Summer  1980,  adapted  from  Tables  6 and  7. 
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As  seen  in  Table  V-10,  of  the  estimated  $17.8  billion  spent  on 
nursing  home  care  in  1979,  $7.7  billion  (43.3  percent)  was  paid 
privately  (almost  entirely  “out-of-pocket”),  and  $10.1  billion  (56.7  per- 
cent) was  paid  through  public  programs  (primarily  Medicaid).  The 
private  insurance  industry  has  little  involvement  in  its  financing. 
Public  funds  accounted  for  only  25  percent  of  the  financing  of 
nursing  homes  six  years  before  the  enactment  of  Medicare  and 
Medicaid.  Now  the  nursing  home  sector  is  the  health  component 
most  heavily  supported  by  public  funds,  with  more  than  25  percent 
of  all  nursing  home  expenditures  paid  by  the  States  and  localities, 
primarily  through  the  States’  contributions  to  the  Medicaid  program. 
(See  Table  V-11.) 

As  indicated  in  Table  V-12,  nursing  homes  certified  as  skilled 
nursing  facilities  (SNFs),  intermediate  care  facilities  (ICFs),  or  both 
received  92  percent  of  the  revenue.  Proprietary  nursing  homes, 
which  housed  68  percent  of  the  residents,  received  66  percent  of  the 
revenues,  showing  that  nursing  home  care  in  the  United  States  is,  in 
the  main,  a for-profit  enterprise.  (See  Table  V-13.) 


TABLE  V-1 1 

Percentages  of  Federal  and  State/Local  Spending 
by  Health  Sector,  Calendar  Year  1979 


Public  Percent 

Major  Health  Sectors 

$ Amount 

of  Amount1 

All  Health  Sectors 

$188.6  billion 

40.2% 

28.3% 

Federal 

12.0% 

State/ Local 

Nursing  Homes 

$ 17.8  billion 

56.7% 

30.7% 

Federal 

26.1  % 

State/Local 

Hospital  Care 

$ 85.3  billion 

55.9% 

40.9% 

Federal 

15.0% 

State/Local 

Physicians’  Services 

$ 40.6  billion 

26.2% 

19.7% 

Federal 

6.5% 

State/ Local 

Dentists’  Services 

$ 13.6  billion 

4.0% 

2.2% 

Federal 

1 .8% 

State/ Local 

1 Figures  do  not  add  to  total  due  to  rounding. 

Source:  Gibson,  Robert 

M.,  “National  Health 

Expenditures, 

1979,”  Health 

Care  Financing  Review, 

Summer  1980,  Table  2A. 
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TABLE  V-12 

Amount  and  Distribution  of  Nursing  Home  Revenue 
by  Federal  Certification,  1976 


Percent 

Percent 

Nursing  Home  Distribution  of 

Distribution  of 

Revenues,  Revenues, 

Nursing  Home 

1976  1976 

Residents,  1977 

All  Nursing  Homes 

$10.8  billion 

100% 

100%! 

Certified 

(SNF  and/or  ICF)2 

$ 9.9  billion 

92% 

90% 

SNF  Only 

$ 3.0  billion 

28% 

21% 

SNF  and  ICF 

$ 4.6  billion 

43% 

41% 

ICF  Only 

$ 2.3  billion 

21% 

28% 

Non-Certified 

Nursing  Homes 

$ 0.9  billion 

8% 

11% 

1 Figures  do  not  add  to  total  due  to  rounding. 

2 This  does  not  indicate  that  all  patients  were  at  the  level  of  care  for  which 
the  institution  is  certified.  Private  pay  patients  are  not  officially  classified  by 
level  of  care. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Tables  1 and  17. 

TABLE  V-13 

Amount  and  Distribution  of  Nursing  Home  Revenue 
by  Ownership  Status,  1976 


Percent  Percent 

Nursing  Home  Distribution  of  Distribution  of 


Revenues, 

1976 

Revenues, 

1976 

Nursing  Home 
Residents,  1977 

All  Nursing  Homes 

$10.82  billion 

100% 

100% 

Proprietary  Nursing 
Homes 

$ 7.16  billion 

66% 

68% 

Non-Profit  Nursing 
Homes 

$ 3.65  billion 

34% 

32% 

Government 
Nursing  Homes 

$ 1.14  billion 

11% 

10% 

Voluntary  Nursing 
Homes 

$ 2.51  billion 

23% 

22% 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  Summary  for  the  United  States  1977  (Washington:  U.S.  Government 
Printing  Office,  1979),  adapted  from  Tables  1 and  17. 
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TABLE  V-14 


Average  per  Diem  Charges  and  Average  Amount  Paid  by 
Primary  Source  for  Residents  of  Nursing  Homes  in  1977, 
and  Estimates  for  1 979 


(Figures  rounded  to  the  Nearest  Dollar) 


1977 

1979  (Estimate)2 

Source  of 
Support 

Per  Diem 
Charge 

Paid  by 
Primary 
Source 

Per  Diem 
Charge 

Paid  by 
Primary 
Source 

All  Sources 

$23 

$20 

$28 

$24 

Own  Income  or 
Family  Support 

$23 

$22 

$28 

$25 

Medicare 

$38 

$33 

$45 

$39 

Medicaid  (SNF) 

$29 

$24 

$35 

$29 

Medicaid  (ICF) 

$20 

$16 

$24 

$19 

1 National  Center  for  Health  Statistics,  The  National  Nursing  Home  Survey: 
Summary  for  the  United  States  1977  (Washington:  U.S.  Government  Printing 
Office,  1979),  adapted  from  Table  36. 


2 Calculations  were  made  from  the  National  Nursing  Home  Input  Price 
Index.  See  Health  Care  Financing  Trends,  Winter  1981,  Table  C-1. 

The  1977  National  Nursing  Home  Survey  presents  average  charges 
for  nursing  home  care,  disaggregated  by  primary  source  of  payment. 
For  Medicaid,  there  is  a further  breakdown  by  level  of  care.  In 
Table  V-14,  the  least  discrepancy  between  the  per  diem  charge  and 
the  proportion  of  that  charge  paid  by  the  primary  source  is  for  those 
nursing  home  residents  who  list  their  own  or  their  families’  incomes 
as  the  primary  source  of  financial  support.  The  per  diem  charges 
not  covered  by  the  Medicare  program  can  be  attributed  to  be  the 
copayment  required  of  Medicare  beneficiaries  after  the  20th  day  of 
nursing  home  institutionalization  and  the  20  percent  copayment 
required  for  items  furnished  under  Part  B of  Medicare.  Nursing  home 
charges  not  paid  by  the  Medicaid  program  are  generally  paid  by  the 
Medicaid  recipient’s  pension,  insurance,  or  other  personal  income 
that  he/she  is  required  to  contribute  toward  nursing  home  support. 
By  1979,  average  charges  had  risen  approximately  21.7  percent  over 
1977  levels,  while  the  amount  paid  by  the  primary  source  had 
risen  20  percent. 

Medicare:  Skilled  Nursing  Facilities 

Skilled  nursing  facility  benefits  are  established  for  all  Medicare 
beneficiaries  under  SSA-Title  XVIII.  A beneficiary  is  defined  as  a 

3 The  program  descriptions  include  changes  due  to  the  1980  Omnibus 
Reconciliation  Act  but  not  the  1981  Omnibus  Reconciliation  Act. 
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person  who  is  eligible  through  Social  Security/Railroad  Retirement 
benefits  (over  64  or  disabled),  through  the  end-stage  renal  disease 
program,  or  through  special  circumstances  (birth  year  and/or  work 
record).  Under  Title  XVIII,  a physician  must  certify  the  need  for 
skilled  nursing  or  rehabilitation  services  on  a daily  basis  for  a condi- 
tion for  which  the  beneficiary  was  hospitalized  for  a minimum  of  three 
days,  or  for  a condition  which  developed  while  in  an  SNF,  subsequent 
to  the  initial  condition  for  which  the  beneficiary  was  hospitalized. 
Placement  within  an  SNF  generally  must  occur  within  30  days  of 
discharge  from  the  hospital,  although  this  requirement  can  be 
waived  in  particular  circumstances.  (Prior  to  1980,  placement  must 
have  occurred  within  14  days  of  discharge.)  Medicare,  which  spe- 
cifically does  not  pay  for  any  sort  of  custodial  care  within  any 
nursing  facility,  will  support  100  days  maximum  of  skilled  nursing 
and/or  rehabilitation  in  an  SNF,  as  long  as  the  local  PSRO  (or 
sometimes  the  Medicare  intermediary)  certifies  the  patient’s  need  for 
such  service.  However,  the  average  length  of  stay  of  Medicare 
beneficiaries  was  only  27  days  in  1977.  The  first  20  days  are  financed 
fully  by  the  Medicare  program,  but  days  21  to  100  demand  a copay- 
ment of  $22.50  per  day  from  the  beneficiary. 

SNFs  are  Federally  administered  either  through  private  insurers 
acting  as  fiscal  agents  of  the  Health  Care  Financing  Administration 
(HCFA)  and  Social  Security  Administration  or  directly  through 
HCFA’s  Office  of  Direct  Reimbursement.  Nursing  homes  wishing 
to  contract  with  HCFA  to  provide  such  services  must  satisfy  a 
number  of  Federal  standards  known  as  “conditions  of  participation.” 

Supply 

As  of  December  1979,  there  were  5,399  SNFs  participating  in  the 
Medicare  program,  with  approximately  460,715  certified  beds.4  How- 
ever, of  the  total  of  5,399  SNFs,  there  are  only  373  SNFs  that  were 
exclusively  certified  for  Medicare  patients,  with  the  remainder  Fed- 
erally certified  to  also  care  for  Medicaid  patients.  Furthermore,  the 
373  Medicare-only  SNFs  have  only  a potential  bed  supply  of  27,000, 
whereas  the  5,026  Medicare-Medicaid  certified  SNFs  have  433,715 
beds.  HCFA’s  Health  Standards  and  Quality  Bureau  states  that  there 
is  a decreasing  number  of  nursing  homes  seeking  Medicare-only 
SNF  certification  and  an  increasing  number  of  nursing  homes  with 
the  combined  certification  status.  For  1977,  approximately  67  percent 
of  the  Medicare-certified  SNF  beds  were  located  in  proprietary  nurs- 
ing homes,  which  closely  parallels  the  fact  that  69  percent  of  all 
nursing  home  beds  are  located  there  (NCHS,  1979;  Table  V-3). 


4 Figures  are  from  the  Division  of  Long  Term  Care,  Health  Standards  and 
Quality  Bureau,  Health  Care  Financing  Administration. 
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TABLE  V-15 

Medicare  Expenditures  for  Nursing  Home  (SNF)  Care  as  a 
Percent  of  Total  Medicare  Payments,  Selected  Years 


Medicare  $ for 
Nursing  Home 
Care 

(Column  1) 

Total  Medicare 
Expenditures 
(Column  2) 

Column  1 Divided 
by  Column  2 

1967i 

$282  million 

$ 4.6  billion 

6.0% 

1970i 

$246  million 

$ 7.1  billion 

3.6% 

19751 

$278  million 

$15.6  billion 

1.9% 

1979  2 

$373  million 

$30.3  billion 

1.2% 

1 Figures  are  from  the  Division  of  Information  Services,  Office  of  Statistics 
and  Data  Management,  Office  of  Research,  Demonstrations,  and  Statistics, 
HCFA. 


2 Gibson,  Robert  M.,  “National  Health  Expenditures,  1979,”  Health  Care 
Financing  Review,  Summer  1980,  adapted  from  Tables  6 and  7. 

Utilization 

In  1977,  Medicare  paid  SNF  charges  for  close  to  300,000  bene- 
ficiaries (282,540  aged  and  9,520  disabled)  and  approved  claims 
for  9.6  million  days  of  SNF  care.5 

Expenditures 

Medicare  is  estimated  to  have  financed  $373  million  in  SNF  care 
in  1979,  which  accounts  for  a mere  2 percent  of  the  $17.8  billion 
spent  on  nursing  home  care  and  12  percent  of  the  $30.3  billion  in 
Medicare  expenditures.  Expenditures  for  nursing  home  care  have 
not  been  a large  portion  of  the  total  Medicare  budget,  since  the 
Medicare  program  was  basically  set  up  to  alleviate  the  financial 
burden  on  the  elderly  of  acute  (not  chronic)  medical  care.  As 
illustrated  in  Table  V-15,  expenditures  for  nursing  home  care  through 
the  years  have  become  an  increasingly  smaller  proportion  of  total 
Medicare  expenditures. 

Medicaid:  Skilled  Nursing  Facilities  (SNF)  and 
Intermediate  Care  Facilities 

Under  Title  XIX,  Medicaid  funds  two  types  of  long-term  care  facili- 
ties with  monies  contributed  both  by  the  Federal  government  and  the 
States.  They  are  SNFs,  which  compose  one  of  nine  basic  services 


5 Figures  are  from  the  Division  of  Information  Services,  Office  of  Statistics 
and  Data  Management,  Office  of  Research,  Demonstrations,  and  Statistics, 
HCFA. 
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mandated  for  all  State  Medicaid  programs,  and  ICFs,  which  con- 
stitute an  optional  service  in  State  Medicaid  programs.  States  must 
include  all  persons  over  21  years  of  age  receiving  AFDC  cash 
benefits  from  the  Federal  government  and  either  all  persons  receiv- 
ing SSI  cash  benefits  or  those  persons  meeting  additional,  more 
restrictive,  State-defined  standards  of  Medicaid  eligibility.  Further- 
more, States  may  include  additional  groups  (with  higher  incomes 
than  AFDC  and  SSI  maximums)  as  Medicaid-eligible.  For  patients 
to  qualify  for  SNF  benefits,  a physician  must  certify  their  need  for 
intermittent  health-related  services  that  are  more  than  custodial 
care  but  less  than  the  intensity  of  services  offered  in  a general 
hospital  or  an  SNF. 

Medicaid  will  support  an  eligible  individual  in  an  SNF  or  ICF 
indefinitely  as  long  as  the  local  PSRO  certifies  the  patient’s  need  for 
such  service.  The  Medicaid  recipient  must  contribute  any  personal 
income  over  $25  per  month  as  a copayment. 

Supply 

Data  for  1980  show  that  Medicaid  has  certified  7,685  nursing  homes 
as  SNFs.  Of  these,  2,659  were  exclusively  certified  for  Medicaid, 
and  5,026  were  certified  for  both  Medicaid  and  Medicare  patients 
with  approximately  140,000  and  431,000  beds,  respectively.6 

The  same  data  show  that  Medicaid  has  ICF  provider  agreements 
with  11,837  nursing  homes.  (SNF  and  ICF  figures  are  not  mutually 
exclusive.)  Of  these  ICFs,  954  were  designated  exclusively  for  the 
mentally  retarded  (ICF-MR).  Excluding  this  number,  ICFs  had  about 
905,000  certified  beds.  The  scant  information  on  the  bed  supply  of 
the  ICFs-MR  shows  that  the  vast  majority  are  small  facilities  of 
between  15  and  20  beds.  For  1977,  the  latest  year  for  which  data 
are  available,  69  percent  of  the  SNF  beds  and  71  percent  of  the 
ICF  beds  were  located  in  proprietary  nursing  homes,  with  the 
remainder  located  in  voluntary  non-profit  or  government  facilities. 
The  modal  size  for  both  Medicaid-certified  SNFs  and  ICFs  was 
100  to  199  beds  (NCHS,  1979;  Table  V-3). 

Utilization 

In  1977,  there  were  close  to  1.5  million  Medicaid  admissions  to 
nursing  homes,  with  57  percent  of  these  into  ICFs  and  the  remainder 
into  SNFs.  Many  of  these  were  multiple  admissions  of  the  same 
individuals,  because  about  14  percent  of  Medicaid  nursing  home 
admissions  came  from  other  nursing  homes  (see  Table  V-8),  and 
an  indeterminate  number  of  admissions  are  the  result  of  transfers 


6 All  figures  on  bed  supply  and  utilization  are  from  the  Medicaid  Program 
Data  Branch,  Division  of  Beneficiaries  Studies,  Office  of  Research,  Demon- 
strations, and  Statistics,  HCFA. 
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back  and  forth  between  general  hospitals  and  nursing  homes.  No 
figures  were  available  on  the  individuals  who  received  nursing 
home  care,  but  1977  figures  do  show  that  there  were  296.3  million 
days  of  nursing  home  care  (excluding  ICF-MR  care)  provided  to 
Medicaid  recipients. 

In  1976,  Medicaid  recipients  were  estimated  to  be  using  at  least 
44  percent  of  all  nursing  home  beds  in  every  State  with  a Medicaid 
program.  In  six  States,  Medicaid  recipients  used  as  much  as 
75  percent  of  the  total  nursing  home  beds.7 

Two  out  of  three  Medicaid  SNF  residents  were  admitted  from 
another  health  facility,  generally  a short-stay  hospital  (NCHS,  1979). 
Only  about  30  percent  of  Medicaid  SNF  residents  had  been  admitted 
into  the  nursing  home  directly  from  a private  residence;  those  that 
were  had  usually  been  living  with  others  prior  to  the  nursing  home 
admission.  For  Medicaid  ICF  residents,  slightly  over  half  (52  per- 
cent) were  admitted  to  a nursing  home  from  another  health  facility, 
generally  from  a short-stay  hospital.  Ten  percent  of  Medicaid  resi- 
dents were  admitted  to  the  nursing  home  directly  from  a mental 
hospital.  Of  those  individuals  admitted  to  a nursing  home  from  a 
private  residence  (42  percent),  most  came  from  homes  they  shared 
with  others. 

About  a third  of  Medicaid  SNF  residents  had  been  institutionalized 
in  a nursing  home  for  less  than  one  year,  another  third  for  one  to 
three  years,  and  a final  third  for  more  than  three  years.  Approxi- 
mately the  same  length  of  stay  since  admission  was  noted  for 
Medicaid  ICF  residents  as  for  Medicaid  SNF  residents,  with  a 
somewhat  higher  proportion  of  the  Medicaid  ICF  residents  in  nursing 
homes  for  over  three  years.  In  comparison  to  privately  supported 
residents,  both  SNFs  and  ICFs  recorded  longer  lengths  of  stay 
(NCHS,  1979). 

A 1977  Congressional  Budget  Office  report  stated  that  almost 
half  of  the  patients  who  were  at  least  partially  supported  by 
Medicaid  in  nursing  homes  were  not  initially  poor  enough  for 
Medicaid  eligibility  as  defined  by  the  States.  Once  they  depleted 
their  savings  and  assets  for  privately  financed  nursing  home  care, 
they  then  qualified  as  “medically  needy”  under  Medicaid  (CBO, 
1977a). 

Expenditures 

Medicaid  is  estimated  to  have  financed  $8.8  billion  in  SNF  and 
ICF  (including  ICF-MR)  care  in  1979,  which  accounts  for  49  percent 
of  the  $17.8  billion  spent  on  nursing  home  care  in  that  year  (Gibson, 


7 This  information  is  from  the  Division  of  Long-Term  Care  Experimentation, 
Office  of  Research,  Demonstrations,  and  Statistics,  Health  Care  Financing 
Administration. 
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TABLE  V-16 

Amount  and  Distribution  of  Medicaid  Nursing  Home 
Expenditures  as  a Percent  of  Total  ($15.1  Billion) 
Nursing  Home  Expenditures,  1978 


Level  of  Care 

1978  Medicaid 
Expenditures 

Percent  of  Total  Nursing 
Home  Expenditures 

SNF  + ICF 

$7.6  billion 

50% 

SNF 

$3.2  billion 

21% 

ICF 

$4.4  billion 

29% 

ICF  (Excluding 
ICF-MR) 

$3.0  billion 

20% 

ICF-MR 

$1.3  billion 

9% 

Source:  Preliminary  National  Medicaid  Estimates,  Fiscal  Year  1978,  Table  E, 
Health  Care  Financing  Administration. 


1980).  In  1978,  Medicaid  financed  $7.6  billion  of  nursing  home  care 
for  Medicaid  beneficiaries,  representing  approximately  42  percent 
of  total  Medicaid  expenditures  for  that  year,  with  SNFs  and  ICFs 
accounting  for  $3.2  billion  and  $4.4  billion,  respectively.  (See 
Table  V-16.)  Expenditures  for  nursing  home  care  have  always  been 
a large  component  of  Medicaid  payments;  since  1972,  nursing  home 
care  has  accounted  for  increasing  amounts,  rising  from  28  percent 
to  49  percent  of  total  expenditures  (HCFA,  1978).  If  one  looks  only 
at  the  cohort  65  years  and  older,  however,  the  proportion  of  Medicaid 
funds  spent  for  nursing  home  care  is  even  higher.  In  1976  for 
example,  72  percent  of  the  Medicaid  money  spent  to  provide  health 
care  services  for  the  elderly  went  to  pay  for  nursing  home  care 
(Medicaid-Medicare  Management  Institute,  1979). 

The  range  of  Medicaid  expenditures  for  nursing  home  care  within 
individual  States  went  from  a high  of  68  percent  to  a low  of  23  per- 
cent (Table  V— 1 7).  Of  equal  interest  is  that  although  some  States 
balanced  Medicaid  nursing  home  expenditures  evenly  between  SNF 
and  ICF  institutions,  most  appeared  to  favor  the  financing  of  one 
or  the  other.  (Definitions  of  ICFs  and  SNFs  vary  across  States.) 

Part  II— Home  Health  Services  Sector 

Medicare:  Home  Health  Services 

Home  health  is  generally  defined  as  health  care  services  (such  as 
nursing  care  and  physical,  speech,  and  occupational  therapy)  pro- 
vided to  individuals  in  their  homes.  A physician  is  responsible  for 
establishing  and  periodically  reviewing  the  patient’s  plan  of  care  but 
would  rarely  be  directly  involved  in  providing  services. 


149 


TABLE  V-17 

State  Variation  in  the  Distribution  of  Amounts  of 
Medicaid  Payments  for  Nursing  Home  Care  as  Percent  of  Total 
State  Expenditures  for  the  Medicaid  Program,  Fiscal  Year  1978 


ICF-MR 

State  SNF  + ICF  SNF  ICF  (Total)  (Only) 


Total:  U.S.  $ $7.6  billion  $3.2  billion  $4.3  billion  $1.3  billion 


Percent 

41  .S 

>% 

17.7% 

24.3% 

7.4 

i% 

South  Dakota 

68 

% 

8 

% 

60 

% 

20 

% 

Minnesota 

64 

% 

26 

% 

38 

% 

19 

% 

Alaska 

63 

% 

13 

% 

50 

% 

21 

% 

New  Hampshire 

62 

% 

2 

% 

60 

% 

5 

% 

Wyoming 

61 

% 

19 

% 

42 

% 

— 

Colorado 

61 

% 

15 

% 

46 

% 

24 

% 

Texas 

58 

% 

5 

% 

54 

% 

10 

% 

Iowa 

58 

% 

1 

% 

58 

% 

16 

% 

Nebraska 

58 

% 

9 

% 

49 

% 

12 

% 

Idaho 

57 

% 

16 

% 

41 

% 

16 

% 

Wisconsin 

57 

% 

41 

% 

16 

% 

— 

Arkansas 

56 

% 

8 

% 

48 

% 

16 

% 

Montana 

54 

% 

6 

% 

48 

% 

6 

% 

North  Dakota 

54 

% 

35 

% 

19 

% 

— 

Connecticut 

53 

% 

44 

% 

9 

% 

4 

% 

Indiana 

53 

% 

12 

% 

41 

% 

3 

% 

Oklahoma 

53 

% 

— 

53 

% 

12 

% 

Utah 

53 

% 

15 

% 

38 

% 

16 

% 

Nevada 

51 

% 

22 

% 

29 

% 

5 

% 

Oregon 

49 

% 

3 

% 

46 

% 

19 

% 

Maine 

48 

% 

2 

% 

46 

% 

— 

Pennsylvania 

48 

% 

26 

% 

22 

% 

15 

% 

Louisiana 

47 

% 

1 

% 

46 

% 

13 

% 

Virginia 

46 

% 

3 

% 

44 

% 

13 

% 

Tennessee 

46 

% 

1 

% 

45 

% 

11 

% 

Alabama 

46 

% 

24 

% 

22 

% 

— 

Vermont 

45 

% 

2 

% 

43 

% 

12 

% 

South  Carolina 

45 

% 

25 

% 

19 

% 

8 

% 

Georgia 

45 

% 

14 

% 

30 

% 

8 

% 

New  York 

44 

% 

26 

% 

18 

% 

6 

% 

Kansas 

44 

% 

1 

% 

43 

% 

13 

% 

Hawaii 

44 

% 

24 

% 

20 

% 

— 

Rhode  Island 

43 

% 

7 

% 

37 

% 

14 

% 

Kentucky 

42 

% 

12 

% 

29 

% 

7 

% 

Mississippi 

41 

% 

30 

% 

11 

% 

4 

% 

150 


TABLE  V-17 

State  Variation  in  the  Distribution  of  Amounts  of  Medicaid 
Payments  for  Nursing  Home  Care  as  Percent  of  Total  State 
Expenditures  for  the  Medicaid  Program,  Fiscal  Year  1978 

ICF-MR 


State  SNF  + ICF  SNF  ICF  (Total)  (Only) 


Florida 

40 

% 

18 

% 

22 

% 

2 

% 

Ohio 

40 

% 

21 

% 

19 

% 

7 

% 

North  Carolina 

40 

% 

15 

% 

25 

% 

9 

% 

Delaware 

40 

% 

1 

% 

39 

% 

15 

% 

Michigan 

39 

% 

17 

% 

22 

% 

10 

% 

Massachusetts 

39 

% 

13 

% 

26 

% 

10 

% 

Missouri 

39 

% 

1 

% 

38 

% 

9 

% 

Washington 

38 

% 

28 

% 

10 

% 

2 

% 

New  Jersey 

36 

% 

2 

% 

35 

% 

6 

% 

Maryland 

34 

% 

13 

% 

21 

% 

— 

New  Mexico 

31 

% 

1 

% 

30 

% 

7 

% 

Illinois 

30 

% 

7 

% 

23 

% 

6 

% 

California 

24 

% 

23 

% 

1 

% 

— 

West  Virginia 

22.5% 

.1% 

22.4% 

— 

Washington,  D.C. 

13 

% 

1 

% 

12 

% 

— 

Source:  Preliminary  National  Medicaid  Estimates,  Fiscal  Year  1978,  Table  F, 
Health  Care  Financing  Administration. 


To  qualify  for  home  health  benefits  under  either  Part  A or  Part  B 
of  the  program,  a beneficiary  must  be  eligible  for  Social  Security/ 
Railroad  Retirement  benefits  (over  64  or  disabled),  an  end-stage 
renal  disease  enrollee,  or  in  special  circumstances  (birth  year 
and/or  work  record)  entitling  him  or  her  to  be  deemed  Medicare 
eligible.  A beneficiary  must  be  homebound  and  certified  by  a physi- 
cian as  needing  skilled  nursing,  physical,  or  speech  therapy.  Prior 
to  July  1 , 1 981 , there  was  the  additional  stipulation  for  Part  A that  the 
beneficiary  must  have  been  hospitalized  three  days  for  the  condition 
for  which  the  home  health  service  was  ordered.  Once  a beneficiary 
qualifies,  he/she  may  also  receive  the  other  home  health  services 
specified  in  the  law.  These  services  include  medical  and  social 
services,  the  use  of  medical  supplies  and  medical  appliances,  and  the 
part-time  or  intermittent  services  of  home  health  aides.  After  July  1 , 
1981,  a beneficiary  may  also  qualify  for  home  health  services 
based  on  the  need  for  occupational  therapy. 

HCFA  directly  administers  the  Federally  funded,  open-ended  pro- 
gram through  private  insurers  acting  as  fiscal  agents.8  The  Federal 


8 Part  B of  Medicare  is  partially  financed  through  monthly  premiums  paid 
by  the  beneficiary. 


151 


government  sets  "conditions  of  participation”  for  certifying  home 
health  agencies  (HHAs)  to  care  for  Medicare  (and  Medicaid)  bene- 
ficiaries. Primary  among  these  is  the  requirement  that  HHAs  offer 
at  least  skilled  nursing  and  one  other  therapeutic  home  health  service 
(such  as  physical,  speech,  or  occupational  therapy,  medical  social 
work,  or  home  health  aide  care).  Medicare  (unlike  Medicaid)  con- 
tracts only  with  agencies,  not  individual  providers,  to  render  home 
health  services. 


Supply 

As  of  January  1981,  3,014  HHAs  were  Medicare-certified.9  Several 
types  of  HHAs  provide  services  to  Medicare  (and  Medicaid)  bene- 
ficiaries. The  most  prevalent  of  these  are  official  agencies  (most 
often  city  and  county  public  health  departments;  44  percent),  visiting 
nurse  associations  (18  percent),  private  non-profit  agencies  (16  per- 
cent), hospital-based  programs  (12  percent),  proprietary  agencies 
(6  percent),  SNF-based  programs  (.3  percent),  rehabilitation  pro- 
grams (.2  percent),  and  other  (2  percent).  In  addition  to  this  known 
supply,  there  is  an  uncertain  number  of  home  health  agencies 
which  are  not  Medicare-Medicaid  certified  and  so  do  not  participate 
in  the  programs  unless  they  are  subcontractors  to  certified  agencies. 

An  HHA’s  lack  of  certification  can  emerge  from  a variety  of  factors; 
for  example,  a home  health  agency  may  be  a small  operation  and 
not  offer  both  skilled  nursing  and  other  approved  home  health 
services  necessary  for  certification.  Furthermore,  prior  to  May  1981, 
Federal  statutes  prohibited  Medicare-Medicaid  certification  for  pro- 
prietary HHAs  unless  they  were  State-licensed.  It  was  a State 
prerogative  as  to  whether  to  license  HHAs.10 

Individual  providers  also  furnish  some  services,  although  enumera- 
tion of  the  providers  and  the  scope  of  their  work  is,  thus  far, 
unexplored. 

Whereas  the  private  non-profit  agencies  received  only  19  percent 
of  total  Medicare  payments  for  home  health  services  in  1975,  by  1977 
their  share  had  risen  to  31  percent  of  the  market.  This  increase  is 
not  only  attributable  to  actual  multiplication  of  the  numbers  of 
private,  non-profit  HHAs,  but  also  to  particularly  rapidly  increasing 
costs  of  visits  provided  by  private  non-profit  HHAs. 


9 Office  of  Standards  and  Certification,  Health  Standards  and  Quality 
Bureau,  Health  Care  Financing  Administration 

10  Proprietaries  had  been  excluded  by  law  in  States  that  do  not  have 
licensure  laws.  With  the  Omnibus  Reconciliation  Act  of  1980,  all  HHAs  are 
eligible  for  Medicare-Medicaid  certification,  regardless  of  whether  the  States 
in  which  they  operate  have  licensure  laws. 
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Utilization 


About  700,000  Medicare  beneficiaries  received  a total  of  15.5 
million  home  health  services  through  the  Medicare  program  in  1977. 11 
These  recipients  accounted  for  approximately  2Vz  percent  of  the 
total  Medicare  population.  In  1976,  the  five  most  common  diagnoses 
of  Medicare  beneficiaries  receiving  home  health  visits  were  (in 
order)  stroke,  malignant  neoplasms,  diabetes,  arteriosclerotic  heart 
disease,  and  fractured  hips. 

Figures  for  1977  show  nursing  visits  as  the  major  type  of  home 
health  visit  financed  by  the  Medicare  program  (57  percent  of  total 
Medicare  home  health  visits),  followed  by  home  health  aide  visits 
(29  percent  of  total)  and  physical  therapy  visits  (10  percent  of  total). 
The  average  number  of  visits  per  beneficiary  was  22.5.  (See 
Table  V-18.) 

Medicare  bills  indicate  that  nursing  visits  as  a proportion  of 
total  Medicare  home  health  visits  have  decreased  from  71  percent 
in  1971  to  56  percent  in  1978.  Associated  with  this  change,  home 
health  aide  visits  increased,  at  least  during  a portion  of  this  period, 
going  from  26  percent  of  the  total  in  1974  to  30  percent  of  the 
total  in  1977  (HCFA,  1977).  It  has  been  suggested  that,  although  offi- 
cial HHAs  and  visiting  nurse  associations  have  themselves  somewhat 
increased  the  proportion  of  home  health  aide  visits  made,  it  is 
principally  the  proliferation  of  proprietary  and  private  non-profit 
HHAs,  and  their  apparent  partiality  for  the  high  volume-low  cost 
home  health  aide  visit,  that  has  caused  the  overall  increase  in 
home  health  aide  visits  and  the  decrease  in  nursing  visits. 

Expenditures 

Total  Medicare  reimbursement  for  home  health  services  in  1978  is 
estimated  at  $427  million.  This  is  1.8  percent  of  total  Medicare 
reimbursement  for  all  health  services  for  that  year,  a slightly 
higher  proportion  than  in  prior  years.  Whereas  Medicare  reimburse- 
ment for  all  health  services  increased  13.8  percent  between  1977 
and  1978,  Medicare  reimbursement  for  home  health  services  in- 
creased more  rapidly  at  16.5  percent.  In  1978,  expenditures  for 
home  health  care  under  Part  A/Medicare  ($312  million)  were  more 
than  2V2  times  the  expenditures  for  home  health  care  under 
Part  B/Medicare  ($116  million;  HCFA,  1978a). 

Average  charge  per  Medicare-covered  home  health  visit  in  1978 
was  $27,  ranging  from  a low  of  $14  in  South  Dakota  and  Iowa  to  a 


11  The  number  of  visits  in  1977  increased  85  percent  from  the  8.5  million 
visits  in  1969.  During  the  same  period,  the  number  of  Medicare  enrollees 
rose  35  percent. 
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TABLE  V-18 

Medicare  Home  Health:  Number  of  Beneficiaries 
and  Visits,  1977 


Type  of  Service 

Total 
Number 
of  Clients1 

Total 
Number 
of  Visits 

Average 

Distri-  Number  of 
bution  of  Visits  per 
Visits  Beneficiary 

Total 

689,700 

15.5  million 

100% 

22.5 

Nursing  Care 

660,500 

8.9  million 

57% 

12.9 

Home  Health  Aide 

224,400 

4.6  million 

29% 

20.5 

Physical  Therapy 

155,000 

1.5  million 

10% 

9.9 

Other  (including 
speech  and 
occupational 
therapy;  medical 
social  work;  other 
health  disciplines 
like  inhalation 
therapist) 

90,500 

.5  million 

3% 

5.8 

1 Detail  does  not  add  to  total  since  persons  may  receive  more  than  one 
type  of  service. 

Source:  Health  Care  Financing  Program  Statistics:  Medicare:  Use  of  Home 
Health  Services,  1977,  Table  9,  Health  Care  Financing  Administration. 

high  of  $35  in  Alaska  and  Illinois  (HCFA,  1978a).  Medicare  billing 
data  show  a 124  percent  increase  in  average  charge  per  Medicare- 
covered  home  health  visit  in  the  seven  year  period  1971-1978  (Table 
V-19).  Data  for  1977  reveal  that  an  average  of  $559  was  spent  per 
Medicare  beneficiary  receiving  home  health  care  in  that  year  (HCFA, 
1977). 

Medicaid  Home  Health  and  Personal  Care  Services 

Home  health  services  have  been  a mandated  Medicaid  benefit 
since  1970  (SSA-Title  XIX).  States  must  minimally  offer  nursing, 
home  health  aide  services,  and  medical  equipment,  supplies,  and 
appliances  to  Medicaid  recipients.  States  may  include  physical, 
occupational,  and  speech  pathology  therapies  if  they  wish  to  expand 
the  variety  of  home  services  available.  In  addition,  a separate  option 
exists  under  Medicaid  that  allows  for  personal  care  in  the  home. 
Personal  care  services  consist  of  assistance  to  disabled  individuals 
in  activities  of  daily  living.  Since  the  total  number  of  units  of  home 
health  services  are  not  restricted  by  Federal  law,  the  number  of  units 
per  Medicaid  recipient  is  entirely  dependent  upon  the  State,  which 
usually  limits  the  number  of  services  by  funding  only  the  mandated 
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TABLE  V-19 

Average  Charge  per  Home  Health  Visit  and  Average  Interim 
Reimbursement  per  Home  Health  Visit,  1971-1978 


Year  Ending 
June 

Charge  per  Visit 

Interim  Reimbursement 
per  Visit 

Amount 

Percent  Change 

Amount 

Percent  Change 

1971 

$12.10 

— 

$10.90 

— 

1972 

$13.36 

10.4% 

$12.19 

1 1 .8% 

1973 

$13.97 

4.5% 

$12.76 

4.7% 

1974 

$15.93 

14.0% 

$15.31 

20.0% 

1975 

$19.14 

20.2% 

$18.29 

19.5% 

1976 

$21.76 

13.7% 

$20.49 

12.0% 

1977 

$24.24 

11.4% 

$22.23 

8.5% 

1978 

$27.09 

11.8% 

$23.93 

7.7% 

Source:  Personal  communication  from  Charles  Fisher,  Division  of  National 
Cost  Estimates,  Office  of  Research,  Demonstrations  and  Statistics,  Health 
Care  Financing  Administration. 


home  health  services  (nursing,  home  health  aide,  and  medical 
equipment)  and/or  restricting  the  number  of  units  of  home  health 
services  per  Medicaid  recipient. 

Any  adult  over  21  years  of  age  who  is  categorically  eligible  (for 
cash  payments)  and  who  meets  his/her  State’s  income/assets 
criteria  can  receive  home  care  under  Medicaid.  In  States  where 
SNF  care  is  offered  to  youths  under  21,  the  State  plan  must  include 
youths  as  eligible  for  home  health  services.  The  same  is  true  for 
those  States  which  opt  to  provide  personal  care.  For  home  health 
services  and  personal  care,  the  Medicaid  recipient  needs  authoriza- 
tion from  both  a caseworker  and  a physician.  In  23  States,  there  is 
a prior  authorization  stipulation.  A different  cross  section  of  23 
States  has  added  a homebound  requirement  (which  differs  from 
Medicare,  where  the  recipient  must  be  homebound  to  receive  bene- 
fits.) 

The  Federal  government’s  share  of  funding  for  this  program  ranges 
from  50  percent  to  83  percent,  depending  on  the  State.  The  State 
contributes  the  remainder.  HCFA  supervises  various  State  adminis- 
trations (Departments  of  Welfare  or  Health),  which  in  turn  may 
administer  directly  or  delegate  to  counties  the  provision  or  the 
purchase  of  health  services  for  Medicaid  recipients. 

Supply 

All  3,014  HHAs  certified  by  Medicare  are  automatically  eligible 
for  Medicaid  certification.  However,  not  all  Medicare-certified  HHAs 
seek  Medicaid  certification  or  Medicaid  clients.  At  least  104  HHAs 
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refused  Medicaid  certification,  according  to  a 1978  HCFA  survey.12 
Presumably,  this  occurs  because  of  the  low,  fixed  reimbursement 
rates  which  are  set  independently  in  each  State.  The  number  of 
HHAs  which  accept  Medicaid  certification  status  but  severely  limit 
the  amount  of  Medicaid  home  service  provided  (or  number  of  clients 
accepted)  is  unknown. 

As  with  Medicare,  prior  to  the  1980  Omnibus  Reconciliation  Act 
proprietary  HHAs  could  only  be  Medicaid-certified  in  the  25  States 
that  licensed  them.  Unlike  Medicare,  which  only  recognizes  agencies 
as  providers  of  home  health  services,  Medicaid  may  contract  with 
registered  nurses  to  provide  nursing  services  in  areas  where  there 
are  no  certified  HHAs. 


Utilization 

Approximately  370,000  persons  (5  percent  of  the  estimated  24 
million  Medicaid  recipients)  received  home  health  services  under 
the  Medicaid  program  in  1977. 13  Of  the  total,  300,000  aged  accounted 
for  the  bulk  of  service  recipients  (81  percent).  Since  Medicare  is  the 
health  program  first  called  upon  to  finance  health  services  for  the 
aged  who  are  eligible  under  both  programs,  the  high  proportion  of 
aged  Medicaid  home  service  recipients  probably  indicates  that  the 
Medicaid  program  is  providing  services  either  not  covered  under 
Medicare  or  only  covered  in  conjunction  with  a need  for  skilled 
nursing  or  therapy  services. 

The  inclusions  of  Medicaid  home  health  benefits  are  Federally- 
mandated  service  inclusions  for  all  categorically  needy  adults  in  all 
State  Medicaid  programs.  However,  in  1977  the  majority  (54  percent) 
of  actual  home  health  service  recipients  were  residents  of  one  State, 
New  York,  which  has  12  percent  of  the  national  Medicaid  popula- 
tion.14 These  figures  indicate  that  most  States  must  have  restrictive 
(if  unwritten)  policies  concerning  the  provision  of  home  health 
services  to  the  Medicaid  population,  and  that  the  home  health 
benefit  is  not  equally  accessible  to  Medicaid  recipients  in  every 
locale. 

One  way  for  the  States  to  curb  utilization  of  home  health  services 
is  to  set  the  reimbursement  rates  below  market  levels.  Hence,  home 
health  service  providers  find  it  economically  unattractive  to  accept 
Medicaid  clients  and  frequently  refuse  to  accept  more  than  a certain 

12  Bureau  of  Program  Policy,  HCFA,  Home  Health  Care  Services:  State 
Descriptions,  1978 

13  Figures  are  from  the  Medicaid  Program  Data  Branch,  Division  of  Bene- 
ficiary Studies,  Office  of  Research,  Demonstrations,  and  Statistics,  Health 
Care  Financing  Administration. 

14  Figures  are  from  the  Medicaid  Program  Data  Branch,  Division  of  Bene- 
ficiary Studies,  Office  of  Research,  Demonstrations,  and  Statistics,  Health 
Care  Financing  Administration. 
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number  of  them,  accept  none  at  all,  or  set  a limit  on  the  total 
number  of  services  rendered  to  Medicaid  recipients. 

Medicaid  data  are  not  available  to  describe  proportionately  the 
types  of  home  services  and  personal  care  rendered,  the  total  number 
of  visits  made,  or  the  health  conditions  of  the  Medicaid  recipients. 

Expenditures 

Preliminary  1978  figures  on  Medicaid  financing  of  home  health 
services  estimate  that  $211  million  was  spent.  This  figure  represents 
1.2  percent  of  total  1978  Medicaid  expenditures  of  $18.1  billion.  In 
33  States,  expenditures  for  home  health  services  are  actually  less 
than  .5  percent  of  State  Medicaid  expenditures  (HCFA,  1980). 

As  noted,  the  Medicaid  home  health  program  is  not  inappropriately 
described  as  a predominantly  New  York  State  program.  In  1978, 
$164  million  went  to  finance  home  health  services  in  New  York, 
representing  78  percent  of  the  total  $211  million  spent  on  Medicaid 
home  health  services  in  that  year.  Likewise,  of  the  $247  million 
spent  on  personal  care  in  the  14  States  with  established  programs, 
$220  milliion  was  spent  in  New  York  in  1979. 

Title  XX  Home-Based  Services 

Title  XX  is  a Federal-State  program  that,  since  its  inception  in 
1974,  has  funded  social  services  throughout  the  country.  The 
program  was  designed  to  permit  the  individual  States  wide  latitude 
in  determining  the  social  service  needs  of  their  specific  populations. 
Consequently,  limits  on  the  number  of  units  of  service  an  individual 
receives  are  entirely  based  upon  what  the  State  and  the  case- 
worker deem  appropriate.  Federal  law  demands  that  Title  XX  social 
service  recipients  with  incomes  between  80  percent  and  115  percent 
of  the  State  median  contribute  to  the  cost  of  the  service.  Addition- 
ally, 40  States  choose  to  demand  fees  (for  all  or  for  particular  serv- 
ices) from  recipients  with  incomes  less  than  80  percent  of  the  State 
median.  In  most  cases,  fees  asked  of  social  service  recipients  are 
calculated  on  an  income-related,  sliding  scale  basis  and  by  type  of 
service. 

. Home-based  services  are  included  in  every  State  program  to  some 
degree.  By  far  the  most  generously  funded  home-based  services 
nationally  are  “homemaker”  (general  household  tasks)  and  “chore” 
(general  home  maintenance)  services.  Other  services  described  as 
home-based  are  “home  health  aide,”  “personal  care  attendent,” 
“home  management,”  “consumer  education,”  and  “financial  coun- 
seling.” All  home-based  services  support  Title  XX  goals  of  increased 
self-sufficiency,  decreased  institutionalization,  and  provision  of  pro- 
tective services  for  those  unable  to  care  for  themselves.  Health  care 
is  clearly  limited  in  Title  XX  funding  to  only  those  health  services 
intrinsically  tied,  but  subordinate,  to  a social  service. 
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Individuals  of  any  age  (children  as  well  as  adults)  who  meet  their 
States’  income/assets  criterion  for  social  services  and  whose  case- 
workers authorize  their  need  for  services  are  eligible.  Federal  law 
sets  an  upper  limit  of  115  percent  of  the  State  median  income  as 
qualifying  for  most  social  services  (including  home-based  services), 
but  a State  may  choose  to  restrict  eligibility  below  the  115  percent 
income  maximum  for  all  or  for  particular  services.  Income  eligibility 
levels  are  not  at  the  maximum  level  of  115  percent  of  the  State 
median  income  in  most  States  for  most  services. 

Public  funding  is  75  percent  Federal,  matched  by  25  percent 
State/local  monies.  A Federal  ceiling  is  imposed  by  statute  ($2.9 
billion  in  1979),  and  money  is  apportioned  to  the  States  based  on 
their  populations.  There  is  Federal  oversight  (Administration  for 
Public  Services/DHHS)  of  various  State  administrations,  which  in 
turn  authorize  counties  to  provide  or  purchase  services.  Each  State 
must  prepare  an  annual  plan,  subject  to  Federal  approval,  delineating 
how  its  Title  XX  allotment  will  be  spent  and  to  whom  the  services 
will  be  targeted. 


Supply 

Home-based  services  under  Title  XX  are  either  provided  directly 
by  county  welfare  or  human  services  departments  or  are  purchased 
by  these  departments  from  other  public  agencies,  private  non-profit 
agencies/organizations,  proprietary  agencies,  or  individuals.  Infor- 
mation available  only  on  the  two  major,  home-based  services,  home- 
maker and  chore,  indicates  that  homemaker  services  are  most 
frequently  provided  directly  by  welfare  or  human  resources  depart- 
ments, but  chore  services  are  generally  purchased  from  private 
agencies  and/or  individuals  (Table  V-20). 

Utilization 

Title  XX  utilization  data  are  collected  on  a quarterly  basis  by  serv- 
ice type  and  by  category  of  income  eligibility,  but  not  by  age. 
Therefore,  the  most  that  can  be  ascertained  about  use  of  Title  XX 
home-based  services  is  the  number  of  individuals  (by  category  of 
income  eligibility)  who  received  a particular  service  in  a particular 
quarter.  (One  cannot  aggregate  the  quarterly  reports  for  a yearly 
total,  because  service  recipients  may  need  and  receive  a home- 
based  service  for  a longer  time  period  than  three  months.)  For  the 
two  major  home-based  services,  homemaker  and  chore,  the  average 
numbers  of  primary  service  recipients  per  quarter  in  fiscal  year  1978 
were  224,100  and  158,400,  respectively  (Administration  for  Public 
Services,  1978).  These  are  not  separate  cohorts  of  individuals,  since 
a disabled  person  may  certainly  require  more  than  one  home-based 
service.  Title  XX  data  list  homemaker  and  chore  services  as  eighth 
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TABLE  V-20 

Source  of  Provision  of  Title  XX  Home-Based  Services 


Percent  of  Home-Based  Service 
Provided  Under  Title  XX 

Source  of  Service  Provisions 

Homemaker 

Chore 

Direct  Provision  by  Welfare/ 
Human  Resource  Department 

53% 

36% 

Purchased  from  Public  Agencies 

10% 

4% 

Purchased  from  Private  Organizations, 
Agencies,  or  Individuals  37% 

60% 

Source:  Office  of  the  Secretary/DHEW  (1980). 


and  tenth  in  terms  of  number  of  primary  recipients  served  by  a 
particular  Title  XX  service  in  1978. 

Expenditures 

The  most  recent  data  on  planned  expenditures  for  home-based 
services  in  1979  cover  only  the  two  most  funded  services,  home- 
maker and  chore.  In  1979,  planned  Federal  expenditures  for  these 
two  services  were  $568.5  million,  up  19  percent  from  $479  million 
in  1978.  This  amount  represents  almost  20  percent  of  the  total 
Federal  contribution  into  the  Title  XX  program  of  $2.9  billion.15  Of 
the  expenditure  of  $479  million  on  homemaker  and  chore  services 
in  1978,  68  percent  ($323.4  million)  went  to  provide  homemaker 
services,  and  32  percent  ($115.6  million)  went  to  provide  chore 
services  (Administration  for  Public  Services,  1978). 

Expenditures  for  home-based  services  take  approximately  18  per- 
cent of  all  Federal,  State,  local,  and  private  funds  used  to  finance 
Title  XX  services.  Because  data  are  not  collected  by  age  cohort, 
we  do  not  know  what  proportion  of  the  home-based  services  go  to 
the  aged  or  to  younger  adults  and  children. 

Title  lll-B  and  C Older  Americans  Act: 

In-Home  Services  and  Home-Delivered  Meals 

In-home  services  and  home-delivered  meals  are  funded  through 
the  Older  Americans  Act  (OAA)  of  1965.  Federal  funds  are  available 
to  States  to  develop,  support,  and  administer  social  services 
(Title  lll-B,  OAA),  which  include  such  in-home  services  as  “home- 
maker,” “home  health  aide,”  “chore  or  maintenance,”  and  “visiting 
and  telephone  reassurance.”  The  Federal  government  also  appro- 
priates funds  annually  for  a nutrition  program  (Title  III— C,  OAA), 

15  Office  of  the  Secretary,  Department  of  Health,  Education,  and  Welfare 
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which  includes  “home-delivered  meals.”  Federal  allotment  of 
funds  to  the  States  is  based  upon  the  percentage  of  the  population 
over  age  60. 

Prior  to  fiscal  year  1 981 , the  Federal  government  paid  up  to  90  per- 
cent of  the  cost  of  social  service  and  nutrition  programs,  with  the 
States  and  localities  contributing  the  remainder.  As  of  fiscal  year 
1981,  the  Federal  share  changed  to  85  percent.  There  are  two 
separate,  close-ended,  Federal  allotments.  Under  Title  III— B,  $196.3 
million  was  allotted  in  1979  for  the  States  to  provide  social  services, 
operate  multipurpose  senior  centers,  and  administer  costs  of  area 
agencies  on  aging.  Under  Title  III— C,  $262.8  million  in  Federal 
support  was  designated  in  1979  to  support  nutrition  programs  for 
the  elderly  and  administer  costs  of  area  agencies  on  aging. 

The  State  Administrations  on  Aging  (AoA)  and  the  area  agencies 
on  aging  decide  the  number  of  units  of  in-home  service  they  will 
fund.  As  for  “home-delivered  meals,”  the  duration  is  dependent 
upon  the  scope  of  the  area  agency  on  aging’s  nutrition  program  and 
upon  the  home-bound  status  of  the  recipient. 

Although  in  principle  all  social  services  under  OAA  are  provided 
without  charge,  area  agencies  on  aging  frequently  solicit  contribu- 
tions from  the  elderly  in  accordance  with  their  means.  Voluntary 
contributions  from  the  elderly  toward  meal  costs  of  nutrition  pro- 
grams are  also  encouraged  (with  contributions  made  in  various 
forms,  such  as  food  stamps). 

Recipients  of  social  services,  including  in-home  services,  must  be 
at  least  60  years  old  and  have  a need  for  service  certified  by  the 
local  area  agency  on  aging.  Technically,  by  statute,  there  is  no 
means  test  for  the  provision  of  social  services  to  the  elderly.  How- 
ever, following  a 1978  amendment  to  the  OAA,  States  must  give 
preference  in  social  service  provision  to  those  elderly  in  the  greatest 
economic  and/or  social  need.  Additionally,  1978  amendments 
ordered  that  States  spend  additional  sums  above  the  amount  re- 
quired prior  to  1978  to  provide  services  to  the  rural  elderly. 

Eligibility  for  the  nutrition  program  is  simply  based  upon  age 
(60  years  or  older)  or  kinship  (a  spouse  of  an  individual  60  years  of 
age  or  older  is  eligible  regardless  of  his/her  age).  For  “home- 
delivered  meals,”  the  area  agency  on  aging  certifies  that  the  recip- 
ient is  homebound  and  in  need  of  meals. 

The  Administration  on  Aging/DHHS  supervises  individual  State 
administrations  (Department  of  Human  Services,  Aging,  or  Welfare) 
which,  in  turn,  authorize  area  agencies  on  aging  to  purchase  services 
for  the  local  elderly.  Each  State  is  required  to  submit  a three-year 
plan  to  the  Administration  on  Aging  at  the  Federal  level,  outlining 
the  State’s  intended  use  of  its  share  of  formula  grant  OAA  funds. 
Approval  of  the  State  plan  is  necessary  before  the  State’s  AoA 
funds  are  released. 
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Supply 

Area  agencies  on  aging  purchase  services  from  other  public 
agencies,  visiting  nurse  associations,  private  non-profit  agencies, 
proprietary  agencies  or  individual  providers.  No  data  are  available 
as  to  the  proportion  of  services  provided  by  provider  type.  Area 
agencies  on  aging  are  prohibited  from  providing  services  directly 
unless  there  are  no  qualified  service  providers  in  the  area. 

In  1979,  there  were  11,771  OAA  nutrition  programs.  However, 
there  are  no  data  describing  the  number  of  nutrition  sites  providing 
“home-delivered  meals”  as  well  as  congregate  meals  (AoA,  1979b). 

Utilization 

Federal  law  stipulates  that  the  area  agencies  on  aging  must 
ensure  that  a minimum  of  50  percent  of  Title  lll-B  funds  (social 
service  provision,  senior  centers,  and  area  agencies  on  aging  admin- 
istrative costs)  are  used  to  provide  in-home,  access,  and  legal 
services  for  the  local  elderly. 

Data  collected  by  the  Administration  on  Aging  (AoA,  1979c)  indi- 
cate that,  in  1979,  106,300  elderly  persons  received  home  health 
services,  153,287  received  homemaker  services,  and  291,360  re- 
ceived other  services  (such  as  chore  or  maintenance).  Since  an 
individual  may  receive  more  than  one  type  of  in-home  service,  the 
numbers  cannot  be  aggregated.  AoA  estimates  that,  altogether, 
9.7  million  elderly  received  some  form  of  social  service  funded 
through  the  OAA  Title  lll-B  in  1979.  We  do  not  know  the  total  num- 
ber of  units  of  in-home  services  provided  under  Title  lll-B  OAA, 
nor  is  there  information  on  the  average  number  of  units  of  in-home 
service  received  per  elderly  recipient. 

Although  1979  AoA  data  show  2.9  million  aged  participating  in 
the  Title  III— C OAA  nutrition  program,  we  do  not  know  how  many  of 
these  participants  are  receiving  meals  in  the  home  (AoA,  1979c). 
AoA  estimates  that,  in  1979,  20  percent  of  meals  prepared  went  to 
shut-in  elderly  (30.6  million  meals  out  of  a total  figure  of  155.1  mil- 
lion; AoA,  1979c).  However,  since  the  shut-in  person  would  prob- 
ably receive  meals  more  regularly  than  the  ambulatory  elderly  who 
might  go  out  only  occasionally  to  the  congregate  meal  site,  there 
would  seem  to  be  less  than  20  percent  of  the  2.9  million  nutrition 
program  participants  receiving  home-delivered  meals.  No  data 
are  available  on  the  average  number  of  meals  served  per  week 
per  elderly  person,  either  at  the  congregate  meal  site  or  in  the  home. 

Expenditures 

Total  Federal  funds  allocated  under  Title  lll-B  for  social  service 
provision,  senior  centers,  and  administrative  costs  of  area  agencies 
on  aging  were  $196  million  in  1979.  This  amount  represents  35  per- 
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cent  of  all  Federal  OAA  allotments  of  $543  million  for  1979.1G  The 
individual  States’  annual  financial  status  reports  submitted  to  the 
Administration  on  Aging  for  fiscal  year  1979  show  approximately 
$19  million  in  Federal  and  non-Federal  funds  used  specifically  to 
provide  in-home  services  to  the  elderly.  Of  this  amount,  approxi- 
mately one-quarter  was  contributed  by  non-Federal  sources  (State/ 
local  and  private  funds),  well  above  the  10  percent  match  required 
by  Federal  statute  (AoA,  1979a).17 

Financial  data  are  not  disaggregated  for  specific  types  of  in-home 
services  and,  therefore,  it  is  unknown  which  services  are  most 
prevalent  under  OAA  funding  and/or  for  which  services  there  were 
the  greatest  expenditures.  There  is  no  information  available  regard- 
ing total  charges  per  recipient  of  in-home  services,  nor  is  there 
information  concerning  the  average  charge  per  type  of  in-home 
service. 

Total  Federal  funds  allocated  under  Title  I II— C for  the  nutrition 
program  were  $262.8  million  in  1979,  representing  48  percent  of  all 
OAA  Federal  funding  ($543  million)  that  year.18  No  data  are  col- 
lected concerning  the  proportion  of  the  nutrition  program  funds 
used  for  home-delivered  meals.  However,  because  20  percent  of  the 
meals  in  1979  are  estimated  to  have  gone  to  homebound  elderly,  in 
light  of  transportation  costs,  one  may  gauge  that  at  least  20  percent 
of  the  expenditures  were  connected  with  meal  preparation  and 
delivery  to  shut-in  elderly  (AoA,  1979c).  No  data  are  available 
presenting  charges  per  participant  in  the  nutrition  program. 

There  are  only  dated  estimates  of  costs  per  meal  in  the  AoA 
nutrition  program.  Estimates  from  an  AoA  survey  in  the  fall  of  1976 
set  the  price  of  meal  preparation  alone  at  an  average  of  $1.80  per 
meal  (ranging  from  $.59  to  $2.73).  Other  estimates  from  the  survey 
gave  total  expenditures  for  meal  preparation  and  delivery  (including 
those  meals  delivered  to  shut-ins)  at  an  average  of  $2.82  per  meal 
(ranging  from  $1.07  to  $6.03).  The  survey  indicated  that  that  there 
were  economies  of  scale,  with  medium  and  large  nutrition  projects 
furnishing  meals  less  expensively  than  small  projects.19 

Part  III— Adult  Day  Care  Sector 

Adult  day  care  (ADC)  is  a broad  term  that  describes  a variety  of 
programs  to  prevent,  delay,  or  reduce  institutionalization.  Restora- 

16  Figures  are  from  the  Administration  on  Aging,  Department  of  Health  and 
Human  Services. 

17  Two  States,  Hawaii  and  Arizona,  had  not  reported  financial  data  for 
fiscal  year  1979  by  June  1980.  Thus  the  $19  million  excludes  the  expendi- 
tures of  these  two  States  for  in-home  services. 

18  Figures  are  from  the  Administration  on  Aging,  Department  of  Health  and 
Human  Services. 

19  The  survey  was  conducted  by  the  Administration  on  Aging,  1976. 
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tive  programs,  maintenance  programs,  and  social  programs  are  all 
designated  as  adult  day  care.  All  of  these  programs  offer  disabled 
individuals  varying  degrees  of  health  and  social  services,  assistance 
with  activities  of  daily  living  (ADL),  opportunity  for  social  inter- 
action, at  least  one  congregate  meal  per  session,  and  transportation 
to  and  from  the  adult  day  care  site. 

Of  the  total  617  adult  day  care  programs,  there  are  approximately 
467  adult  day  care  programs  in  46  States  (1980)  funded  by  Title  XIX 
and  Title  XX  of  the  Social  Security  Act  and  Title  III  of  the  Older 
Americans  Act.  Other  forms  of  financing,  such  as  revenue  sharing, 
United  Way,  mental  health  departments,  philanthropic  funds,  and 
private  financing,  support  clients  in  the  150  adult  day  care  programs 
which  receive  no  funds  from  Medicaid,  Title  XX-SSA,  or  Title  III- 
OAA.  Medicare,  as  a general  rule,  does  not  fund  ADC. 

The  only  utilization  figures  available  for  adult  day  care  are  from 
the  1980  average  daily  census  count  for  the  617  ADC  programs. 
This  shows  13,426,  or  an  average  of  22  persons  per  program  per 
day.20  The  figure,  however,  gives  no  idea  of  the  total  number  of 
individuals  enrolled  in  adult  day  care,  since  enrollees  frequently 
come  to  ADC  sessions  a few  times  per  week.  No  figures  are  avail- 
able from  the  three  Federal  programs  (Medicaid,  Title  XX-SSA, 
Title  III— OAA)  on  the  total  number  of  persons  enrolled  in  ADC,  nor 
on  the  average  number  of  sessions  per  enrollee  per  month  or  per 
year.  There  are  no  national  utilization  data  describing  personal  or 
disability  characteristics  of  ADC  enrollees,  although  some  States 
(for  example,  California  and  Massachusetts)  have  begun  to  collect 
this  information. 

There  are  no  national  expenditure  data  for  ADC,  although  some 
States  (California,  New  York,  and  New  Jersey)  do  collect  such 
figures.  The  three  Federal  programs  presently  supporting  ADC  do 
not  sort  expenditure  information  on  adult  day  care  use  of  specific 
services. 


Medicaid:  Adult  Day  Care 

Adult  day  care,  an  option  under  Medicaid,  is  reimbursed  under 
SSA-Title  XIX  as  an  “adult  day  health  care  service,”  for  services 
such  as  an  outpatient  hospital  service  (the  provider  is  licensed  and 
certified  as  a hospital),  a clinic  service  (the  provider  is  any  licensed 
and  certified  health  facility),  or  a rehabilitation  service.  The  District 
of  Columbia  and  Pennsylvania  reimburse  for  ADC  under  the  Medic- 
aid provision  for  mental  health.  The  medical  focus  is  frequently 
rehabilitation  therapy,  often  coupled  with  a social  service  scope. 

Although  Medicaid  is  an  open-ended,  Federal-State  program 


20  Division  of  Long-Term  Care,  Health  Standards  and  Quality  Bureau, 
Health  Care  Financing  Administration  (1980). 
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(with  Federal  funding  of  50-83  percent,  matched  by  50-17  percent 
State  monies),  the  decision  of  how  many  units  of  service  will  be 
funded  for  all,  or  for  categories  of,  Medicaid  recipients  characteristi- 
cally rests  with  the  State.  For  those  States  with  programs,  any 
individual  who  meets  the  income/assets  test  for  Medicaid  eligibility 
in  his/her  particular  State  and  has  the  need  for  ADC  authorized  by 
a caseworker  and  a physician  is  eligible,  regardless  of  age. 

Federal  authorities  supervise  individual  State  administrations, 
which  in  turn  delegate  the  authority  to  counties  to  provide  or  pur- 
chase service. 

Supply 

Presently,  10  States  cover  ADC  as  a Medicaid  service,  supporting 
recipients  in  118  ADC  programs.  Of  these,  95  are  funded  by 
Title  XIX  only,  and  23  have  joint  funding  with  either  Title  XX  or 
OAA-Title  III.21 

Title  XX— Social  Services:  Adult  Day  Care 

Adult  day  care  is  financed  under  Title  XX  as  a social  service 
which  provides  a protective  setting  to  promote  self-sufficiency  and 
to  decrease  institutionalization.  The  benefits  and  eligibility  are 
identical  to  those  previously  described  under  Title  XX — Home-Based 
Services. 


Supply 

Presently,  38  States  include  ADC  in  the  State  Title  XX  annual  plan, 
supporting  social  service  recipients  in  some  291  programs.  Title  XX 
alone  funds  225  of  these  programs,  and  the  remainder  are  funded 
jointly  by  Title  XIX  and  OAA-Title  111.22 

Utilization 

The  only  ADC  utilization  data  available  from  the  Administration 
for  Public  Services  estimated  that  approximately  12,000  persons 
per  month  were  receiving  services  in  1978,  that  45  percent  of  the 
recipients  were  SSI  beneficiaries,  and  that  36  percent  were  classi- 
fied as  “income  eligibles”  (DHEW,  1980). 

Expenditures 

The  Administration  for  Public  Services  estimated  the  Federal 
Title  XX  program  costs  for  ADC  to  be  $42.6  million  in  1979.  This 
sum  was  1.5  percent  of  total  Federal  Title  XX  expenditures  of 
$2.9  billion  in  1979  (DHEW,  1980). 


21  Division  of  Long-Term  Care,  Health  Standards  and  Quality  Bureau, 
Health  Care  Financing  Administration  (1980). 

22  Division  of  Long-Term  Care,  Health  Standards  and  Quality  Bureau, 
Health  Care  Financing  Administration. 
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Older  Americans  Act,  Title  III:  Adult  Day  Care 

Title  III— B of  the  Older  Americans  Act  funds  the  development, 
administration,  and  support  of  ADC  in  States  which  include  this 
service  in  the  State  Administration  on  Aging  social  service  plans. 
Adult  day  care  funded  under  the  OAA  can  be  either  medically  or 
socially  oriented.  Title  III— C of  the  Older  Americans  Act  can  fund 
the  nutrition  component  (congregate  meals  and  nutrition  education) 
of  ADC.  The  benefits  and  other  eligibility  requirments  are  similar  to 
those  described  under  Title  III  B and  C,  Older  Americans  Act: 
In-Home  Services  and  Home  Delivered  Meals. 

Supply 

Nineteen  States  that  include  ADC  programs  in  their  annual  plans 
support  elderly  people  in  136  programs.  Title  III  funds  72  of  these 
alone,  and  Titles  XIX  and  XX  fund  the  remainder  jointly.23 
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Chapter  VI 

Research,  Demonstrations,  and  Evaluations 

by  Linda  V.  Hamm,  Thomas  M.  Kickham,  and  Dolores  A.  Cutler 


Introduction 

Because  the  Health  Care  Financing  Administration  (HCFA)  is  the 
primary  source  of  funding  for  long-term  care  services  in  the  United 
States,  it  has  an  inherent  interest  in  seeking  alternative  approaches 
to  the  delivery  and  financing  of  this  care.  The  Medicaid  program  is 
the  principal  payer  of  long-term  care  services,  with  Federal  and 
State  payments  in  fiscal  year  1979  of  approximately  $7.1  billion  for 
skilled  nursing  and  intermediate  care  facility  (ICF)  services  and  an 
estimated  $263.5  million  for  home  health  services.  That  same  year, 
the  Medicare  program  spent  approximately  $358  million  for  skilled 
nursing  facility  (SNF)  services  and  $624  million  for  home  health 
services  (National  Annual  State  Medicaid  Statistical  Report,  1981; 
Budget  of  the  United  States  Government,  Fiscal  Year  1981 : Appendix, 

1980) . 

The  purpose  of  this  chapter  is  two-fold:  to  briefly  outline  the  major 
policy  and  analytical  issues  in  long-term  care  faced  by  HCFA  and  to 
discuss  the  demonstrations  which  HCFA  has  implemented  to  investi- 
gate how  these  issues  have  affected  the  Medicare  and  Medicaid 
programs. 

Background 

The  population  at  risk  of  long-term  care  services  is  small  but 
growing.  In  1980,  about  one  out  of  nine  persons  was  65  and  over. 
However,  in  the  next  50  years,  nearly  one  in  five  persons  will  be 
elderly.  Expressed  in  absolute  terms,  the  25.5  million  elderly  in  1980 
will  become  55  million  in  2030  (U.S.  Bureau  of  the  Census,  1977  and 

1981) .  Data  also  indicate  that  currently  three-fourths  of  all  nursing 
home  residents  are  75  and  over,  and  more  than  one-third  are  85  years 
and  older  (Statistical  Reports  on  Older  Americans,  1978).  However, 
the  aged  are  only  one  segment  of  the  long-term  care  population. 

The  adult  disabled  constitute  a substantial  element  of  the  popula- 
tion with  long-term  care  needs.  Approximately  23  percent  of  the 
population  over  the  age  of  18  has  at  least  some  limitation  in  physical 
functioning  (Center  for  the  Study  of  Welfare  Policy,  1980).  Data  also 
indicate  that  the  number  of  adult  disabled  under  age  65  who  have 
severe  impairments  is  equal  to  the  number  of  impaired  persons  over 
65  (Congressional  Budget  Office,  1977). 
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The  mentally  retarded  and  developmental^  disabled  compose  still 
another  segment  of  the  long-term  care  population.  Developmental 
disabilities  are  those  conditions  attributable  to  mental  retardation, 
cerebral  palsy,  epilepsy,  or  other  related  conditions.  Mental  retarda- 
tion is  defined  on  the  basis  of  IQ  as  well  as  adaptive  behavior. 
Recent  estimates  set  the  number  of  mentally  retarded  persons  of  all 
ages  in  the  United  States  at  six  million,  of  whom  670,000  are  diag- 
nosed as  severely  handicapped.  Of  the  remaining  developmentally 
disabled  population,  580,000  have  cerebral  palsy,  206,000  are  epi- 
leptics, and  600,000  have  other  neurological  disorders,  including 
muscular  dystrophy  and  speech  and  hearing  disorders  (LaVor,  1979). 
Within  this  segment  of  the  long-term  care  population  alone,  there 
are  several  levels  of  impairment,  from  the  profoundly  retarded  who 
require  total  and  constant  care,  to  the  moderately  retarded  who 
might  be  able  to  manage  some  personal  tasks  with  supervision,  to 
the  mildly  retarded,  who  are  often  able  to  care  for  themselves  and 
hold  jobs.  This  latter  subgroup  is  often  able  to  live  in  a sheltered 
environment  or  alone  (LaPorte  and  Rubin,  1979). 

The  adult  chronically  mentally  ill  make  up  another  growing  portion 
of  the  long-term  care  population.  Mental  disorders  affect  up  to 
15  percent  of  the  population  in  the  United  States  during  any  given 
year  (Archives  of  General  Psychiatry,  1978).  The  President’s  Com- 
mission on  Mental  Health  reports  that  the  direct  cost  of  mental 
health  services  in  the  mid-1970s  exceeded  $17  billion  per  year, 
representing  12  percent  of  total  national  health  care  expenditures. 
In  addition,  the  mentally  ill  have  higher  than  average  rates  of  physical 
illness,  using  medical  services  at  almost  twice  the  rate  of  the  non- 
mentally  ill  population  (National  Institutes  of  Mental  Health,  1974). 
Primary  diagnosis  data  from  1976  and  1977  reveal  that  800,000 
mentally  ill  people  were  residents  in  nursing  homes  during  that  time. 
This  accounts  for  over  two-thirds  of  the  total  nursing  home  popula- 
tion (Wallack,  1979). 

The  terminally  ill  who  require  care  for  an  extended  period  of  time, 
such  as  persons  suffering  from  certain  terminal  forms  of  cancer,  also 
fall  within  the  long-term  care  population. 

It  is  generally  agreed  that  there  is  some  overlap  between  these 
groups  in  their  long  term  care  needs,  but  we  know  little  about  their 
characteristics  and  how  their  needs  intersect  or  how  they  might  be 
unique.  This  raises  the  issue  that  is  at  the  core  of  the  policymaking 
dilemma  in  long-term  care:  the  lack  of  a precise  definition  of  long- 
term care  in  terms  of  what  constitutes  such  care  and  who  should 
receive  it. 

The  distinguishing  feature  of  the  long-term  care  population  has 
been  its  inability  to  carry  out  certain  routine  daily  tasks.  Under  the 
current  service  delivery  system,  the  severity  of  the  condition,  com- 
bined with  personal  characteristics  such  as  age,  income,  living 
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arrangements,  and  availability  of  an  informal  support  system,  are  the 
factors  which  often  arbitrarily  determine  the  type  of  care  received 
and  who  should  receive  it.  However,  it  has  become  increasingly 
evident  that  these  factors  are  interrelated.  No  single  aspect — 
diagnoses,  age,  income,  etc. — can  easily  determine  the  need  for  one 
type  of  care  or  treatment  over  another. 

A good  deal  of  interest  has  recently  been  directed  at  the  financial 
and  human  implications  of  an  inadequate  service  delivery  system 
and  the  resulting  placement  of  patients  in  inappropriate  levels  of 
care,  especially  those  who  have  been  inappropriately  institutionalized. 
Various  studies  have  indicated  that  anywhere  from  15  to  50  percent 
of  institutional  residents  could  be  better  served  at  a lower  level  of 
care.  (For  a discussion  of  these  studies,  see  General  Accounting 
Office:  Report  to  the  Congress,  1979.)  However,  because  of  the 
multifaceted  nature  of  the  long-term  care  populations,  levels  of  care 
cannot  be  easily  quantified  or  determined,  regardless  of  whether  the 
care  is  provided  in  an  institutional  setting  or  in  the  patient’s  home. 
The  challenge  has  been  to  develop  a delivery  system  that  can  strike 
a balance  between  meeting  dependency  needs  of  the  long-term  care 
patient  and  maintaining  opportunities  for  rehabilitation  and  inde- 
pendent living  (Center  for  the  Study  of  Welfare  Policy,  1980). 

During  the  past  several  years,  public  opinion  and  professional 
concern  have  focused  on  the  availability  and  appropriateness  of 
community-based,  long-term  care.  Specific  efforts  have  been  directed 
at  the  organization  and  delivery  of  community-based,  long-term  care 
services,  their  financing  and  reimbursement,  control  of  quality,  the 
definition  of  eligibility,  and  coordination  of  services. 

A major  motive  behind  this  increased  governmental  interest  is  the 
desire  to  control  escalating  long-term  care  costs.  Community-based 
care  has  been  advanced  as  an  economy  measure;  however,  the 
cost-effectiveness  of  community  alternatives  to  institutionalization 
has  not  yet  been  proven  in  the  aggregate.  True  costs  of  delivering 
long  term  care  in  the  community  have  been  difficult  to  measure  or 
predict  (Center  for  the  Study  of  Welfare  Policy,  1980).  The  costs 
per  unit  of  service  are  only  now  becoming  available,  but  from  a public 
policy  perspective,  it  may  be  equally  important  to  learn  the  total 
(system)  cost  of  caring  for  a given  individual  with  certain  character- 
istics over  a period  of  time. 

In  determining  the  appropriate  type  and  level  of  care  for  an 
individual,  various  value  considerations  come  into  play,  not  all  of 
which  are  mutually  compatible.  For  example,  independence,  self- 
determination,  individualization  and  normalization  may  clash  with 
the  goals  of  equity,  economy,  right  to  treatment,  protection  from 
harm,  and  the  protection  of  society  (Center  for  the  Study  of  Welfare 
Policy,  1980).  None  of  these  factors  is  easily  measured,  but  from 
the  consumer’s  and  the  general  public’s  perception,  they  are  the 
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key  determinants  of  whether  long-term  care  is  effective  or  responsive 
to  needs.  In  the  final  analysis,  these  factors  may  be  as  important  as 
cost  in  developing  a comprehensive  long-term  care  strategy. 

Policy  and  Analytical  Issues 

The  major  debates  in  the  field  of  long-term  care  revolve  around 
the  following  three  policy  and  analytical  issues:  (1)  the  long-term 
care  population,  especially  the  group  at  risk  of  institutionalization, 
will  continue  to  grow,  (2)  publicly-supported  costs  of  long-term  care 
are  growing  rapidly  and  currently  represent  a response  only  to 
institutional  long-term  care  needs,  and  (3)  the  current  mix  of  long- 
term care  services  and  financing  is  neither  the  most  efficient  nor 
the  most  responsive  to  the  needs  of  the  groups  that  compose  the 
long-term  care  population. 

Many  groups  both  in  the  private  and  public  sector  are  investigating 
the  implications  of  these  issues  for  society  and  the  health  care 
system.  HCFA’s  research  and  demonstration  activities  in  long-term 
care  examine  several  aspects  of  these  issues  as  they  relate  to  the 
Medicare  and  Medicaid  programs. 

Research 

Research  activities  within  HCFA  have  focused  on  describing  and 
explaining  the  demand  for  long-term  care  and  the  basic  economic 
underpinnings  of  the  long  term  care  industry.  In  addition,  con- 
siderable effort  has  been  devoted  to  developing  a methodology  to 
measure  the  quality  of  long-term  care  provided  in  different  settings. 

The  purpose  of  these  activities  is  to  construct  a model  (under- 
standing) of  the  long-term  health  care  delivery,  reimbursement,  and 
financing  systems  to  provide  some  direction  for  private  and  public 
policymaking  and  to  identify  promising  areas  for  demonstration 
activities.  In  large  part,  the  other  chapters  in  this  book  draw  upon 
the  knowledge  gained  through  research  either  directly  supported  or 
undertaken  by  the  Federal  and  State  governments. 

Demonstrations 

From  the  Federal  perspective,  HCFA’s  demonstration  and  experi- 
mental projects  generally  have  the  following  two  roles:  feasibility 
testing  and  formal  experimentation. 

In  many  instances,  State  Medicaid  agencies  wish  to  implement  a 
change  in  their  operating  systems  (coverage,  procedures,  reimburse- 
ment) for  a limited  time  and  geographic  region  to  see  if  the  changes 
will  achieve  certain  objectives.  For  the  most  part,  HCFA  has  en- 
couraged States  to  experiment  with  their  present  Medicaid  programs 
when  changes  appear  to  improve  the  program  in  some  way  and 
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when  the  results  might  benefit  other  State  programs.  Through 
waivers  of  Title  XIX  and  the  granting  of  special  Federal  funds,  HCFA 
encourages  States  to  explore,  on  their  own  initiatives,  interesting 
and  innovative  concepts  in  health  care  delivery  and  financing. 

On  the  other  hand,  HCFA  engages  in  formal  experimentation,  in 
part  based  on  the  results  of  its  own  research  activities  and  on 
special  initiatives  generated  by  Congress  or  the  Secretary.  Under 
this  type  of  demonstration  program,  HCFA  tests  a certain  number  of 
hypotheses  by  introducing  an  intervention  into  an  ongoing  system 
and  observing  the  result(s).  The  Agency  establishes  experimental 
and  control  (or  comparison)  groups  and  collects  sufficient  data  on 
characteristics  of  both  groups  to  control  for  external  events. 

The  purpose  of  this  type  of  demonstration  is  to  answer  specific 
questions  about  present  and  future  policy  for  the  Medicare  and 
Medicaid  programs  specifically  and  for  the  health  care  system  (pro- 
viders, consumers,  and  insurers)  generally.  These  activities  take 
place  in  one  or  more  States,  and,  to  the  extent  possible,  national 
inferences  are  made  from  the  demonstration  data. 

HCFA  is  supporting  demonstrations  that  focus  on  (1)  alternatives 
to  institutional  long-term  care,  the  population  which  is  best  served 
by  these  alternatives,  and  the  costs  of  providing  them  and  (2)  alter- 
native reimbursement  strategies  which  offer  incentives  for  long-term 
care  providers  to  be  efficient  in  delivering  services  and  responsive 
to  the  needs  of  long-term  care  patients. 

In  general,  the  demonstrations  emphasize  the  following  areas: 

• the  coordination  and  management  of  an  appropriate  mix  of 
health  and  social  services  directed  at  individual  client  needs 
with  the  goal  of  reducing  institutionalization  and  costs  without 
sacrificing  quality  of  care 

• Medicare  and  Medicaid  coverage  of  long-term  care  services  in 
which  payment  for  certain  quasi-medical  services,  or  changes  in 
the  location  of  services,  may  reduce  the  overall  costs  of  long- 
term care 

• innovative  reimbursement  methods  which  test  whether  costs  are 
reduced  without  adversely  affecting  patient  outcomes 

• the  impact  of  changes  in  the  current  survey  and  certification 
methods  for  determining  quality  of  care  in  long-term  care  insti- 
tutional settings. 

The  following  discussion  provides  an  overview  of  HCFA’s  demon- 
stration activities.  For  readers  who  wish  a more  complete  description 
of  the  demonstrations,  project  summaries  and  current  findings  can 
be  found  in  the  appendix  of  this  chapter.  The  demonstration  sum- 
maries are  organized  in  the  Appendix  to  correspond  to  the  four  areas 
of  emphasis  mentioned  earlier. 
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Coordination  and  Management 

A major  part  of  HCFA’s  demonstration  efforts  has  been  directed 
toward  developing  the  concept  of  organized  community  care.  The 
following  describes  the  history  of  this  concept  and  HCFA’s  current 
demonstration  involvement. 

The  community-long  term  care  concept  can  be  traced  to  the 
middle  1950s,  when  the  National  Commission  on  Chronic  Illness 
pointed  out  the  importance  of  coordination  and  integration  of  serv- 
ices for  the  long-term  patient  with  interrelated  needs.  The  study 
advanced  the  notion  of  a single,  community-based  agency  concerned 
with  the  complex  needs  of  long  term  patients,  noting  that  “without 
some  central  organization  concerned  with  (long-term  care)  needs, 
gaps  and  overlap  in  long  term  care  are  almost  inevitable”  (Commis- 
sion on  Chronic  Illness,  1956). 

In  the  1960s,  long-term  care  again  became  the  focus  of  interest 
with  the  “deinstitutionalization”  movement  in  the  mental  health  field. 
At  that  time,  many  mental  health  professionals  believed  that  the 
large  mental  hospital  was  not  the  most  appropriate  setting  for  a good 
percentage  of  these,  primarily  elderly,  long-stay  patients.  (One 
deinstitutionalization  study  found  that,  of  the  patients  recommended 
for  transfer  from  Texas  State  mental  hospitals,  more  than  half  were 
over  60  years  of  age,  and  24  percent  were  between  ages  50  and  60; 
Sheehan  and  Craft,  1974).  The  enactment  of  Medicaid  during  this 
period  made  large  amounts  of  matching  funds  available  to  States 
that  provided  certain  services.  While  coverage  for  patients  in  State 
mental  hospitals  was  limited  to  persons  under  21  and  over  65  need- 
ing medical  care  for  a physical  ailment,  nursing  home  requirements 
under  Medicaid  were  more  flexible.  The  growing  nursing  home  in- 
dustry could  absorb  many  of  the  “deinstitutionalized”  patients,  be 
reimbursed  by  Medicaid,  and  the  States  could  receive  matching 
funds. 

Thus  the  resident  population  in  State  mental  hospitals  dropped  by 
half  (from  490,000  in  1964  to  249,000  in  1973)  in  just  under  a decade. 
The  population  of  nursing  homes  grew  by  53  percent  from  1963  to 
1973,  reaching  one  million  (LaPorte  and  Rubin,  1979).  Although  not 
all  of  the  increase  in  nursing  home  admissions  was  due  to  transfer 
from  State  mental  hospitals,  the  interrelationship  of  the  data  illus- 
trates the  trend.  In  many  cases,  elderly,  long-stay  patients  were 
shifted  from  one  institutional  setting  to  another  because  they  were 
unable  to  cope  in  the  community  and  there  were  few  available, 
community-based  care  or  treatment  alternatives — and  none  that  were 
organized  to  meet  all  of  the  long-term  care  needs  of  this  population. 

The  focus  of  deinstitutionalization  changed  in  the  early  1970s  to 
reflect  concerns  about  the  fragmented  and  duplicative  nature  of  the 
social  service  delivery  system  and  the  growing  awareness  of  the 
rising  costs  of  nursing  home  care  under  Medicaid  and  Medicare. 
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Government  policymakers  began  to  explore  the  possibilities  of 
services  integration  to  rationalize  service  delivery  and  avoid  inap- 
propriate placement  of  patients  in  nursing  homes.  Services  integra- 
tion is  defined  as  the  building  of  service  systems  in  the  community, 
either  through  voluntary  interagency/provider  cooperation  or  the  use 
of  specific  authority  which  promotes  the  coordination  of  a range  of 
community  services.  Contracting  authority,  case  management,  and 
pooled  funding  were  some  of  the  integrative  mechanisms  that  were 
attempted  in  over  30  services  integration  research  and  demonstration 
projects  funded  by  the  Department  of  Health,  Education,  and  Welfare 
in  the  early  1970s.  These  projects  raised  interesting  possibilities  but 
were  never  thoroughly  evaluated.  Much  of  the  literature  dealing  with 
the  services  integration  efforts  focuses  on  social  services  delivery. 

In  1971,  the  single  community  agency  concept  referred  to  earlier 
was  revived  with  the  personal  care  organization  (PCO)  concept 
developed  by  Robert  Morris  of  Brandeis  University.  The  PCO  was 
seen  as  an  organization  which  would  fill  the  gap  between  available 
home-delivered  medical  services  (home  health  agency)  and  the 
combination  of  medical,  room  and  board,  and  social  services  of  an 
institution.  It  was  based  on  the  assumption  that  a significant  number 
of  older  people  were  institutionalized  because  they  required  non- 
medical services  which  were  unavailable  in  the  community  on  an 
organized  basis.  The  services  that  were  considered  necessary 
included  homemaker,  chore,  home  repair,  meals,  laundry,  legal 
advice,  etc.  (Callahan,  1979).  The  Home  Care  Program  for  the  elderly 
in  Massachusetts  is  a state-wide  system  based  primarily  on  the  PCO 
model.  A demonstration  of  the  concept,  called  a community  care 
organization  (CCO),  began  to  be  tested  in  Wisconsin  in  1974  under 
a Section  1115  grant  from  the  former  Social  Rehabilitation  Service 
(The  grant  was  transferred  to  HCFA  and  expanded  to  mclude  health 
services  in  1977.)  The  Wisconsin  CCO  published  its  final  report  in 
1980. 

Several  other  variations  on  the  CCO  theme  are  being  tested  by 
HCFA  in  current  demonstrations.  Each  of  the  demonstrations  pro- 
vides similar  case  management  functions,  including  centralized 
intake/screening,  client  assessment  and  reassessment,  care  plan- 
ning, and  follow  up.  The  manner  in  which  these  tasks  are  carried 
out  reflects  the  differing  organizational  structures  of  the  various 
projects  and  the  adjustments  that  each  one  makes  to  its  own  State 
or  local  socio-political  environment.  The  projects  also  share  similar 
research  goals  and  objectives  which  reflect  the  basic  concerns  of 
Federal,  State,  and  local  administrators  and  policymakers  about: 

• the  medical  and  personal  characteristics  of  the  long-term  care 
population  being  served  and  how  the  services  provided  affect 
the  client’s  functioning,  health,  and  quality  of  life 


173 


• the  costs  of  providing  community-based,  long-term  care  versus 
the  costs  of  care  provided  in  institutional  settings 

• the  most  efficient  and  effective  organization  of  community-based 
services  to  meet  the  needs  of  the  long-term  care  client. 

Some  examples  of  the  different  Medicaid  and  Medicare  demonstra- 
tion projects  and  the  extent  of  State  or  local  involvement  and  support 
are  illustrative: 

• The  Wisconsin  CCO  project  was  a State-supported,  Medicaid 
waiver  project,  operated  through  three  county  sites.  Each  site 
was  relatively  autonomous,  using  separate  and  distinct  assess- 
ment instruments  and  organizational  structures.  Although  the 
State  did  not  implement  the  program  when  the  demonstration 
period  ended,  each  of  the  local  communities  in  which  the  sites 
were  located  retained  components  of  the  respective  site’s 
organizational  and  program  structure.  Only  one  site,  Milwaukee, 
retained  and  continued  all  elements  of  the  demonstration. 

• The  Georgia  Alternative  Health  Services  Medicaid  waiver  project 
operated  in  17  counties  of  the  State  with  uniform  case  manage- 
ment functions  carried  out  by  State  employees.  Georgia  is 
currently  phasing  the  program  in  on  a state-wide  basis,  under 
the  State  Medicaid  agency. 

• After  two  years  of  operation  of  the  Oregon  Flexible  Intergovern- 
mental Grant  (FIG)  project,  the  State  is  implementing  portions 
of  the  project  state-wide.  The  demonstration  involved  five 
counties.  One  county  provided  case  management  which  empha- 
sized community-based  alternatives  to  coordinate  the  provision 
of  services  from  existing  county  resources.  A second  county 
combined  the  same  case  management  with  an  expanded  set  of 
services  ^nade  possible  by  waivers.  Two  counties  provided  only 
expanded  services  with  traditional  case-management,  and  the 
fifth  county  operated  within  the  traditional  service  structure. 
The  State  has  created  a new  division  to  implement  the  portions 
of  the  project  which  emphasized  community-based  alternatives 
and  case  management  throughout  the  Stat6.  It  will  be  admin- 
istered by  local  governments  through  area  agencies  on  aging. 

Further  examples  of  these  and  other  CCO-type  demonstrations  are 
summarized  in  the  appendix. 

In  addition  to  the  HCFA  supported  projects,  in  1980  Congress 
appropriated  $20.5  million  to  further  test  community-based,  long- 
term care  on  a research-oriented  basis.  The  effort  is  known  as  the 
National  Long-Term  Care  Channeling  Demonstration  Program. 

The  goal  of  channeling  is  to  efficiently  use  the  entire  spectrum 
of  community  services  that  a client  needing  long-term  care  may 
require.  Channeling  is  intended  to  coordinate  and  manage  the  use 
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of  such  services  so  that  they  fit  each  client’s  needs.  It  includes 
formally  organized  medical,  mental  health,  social,  and  personal  care 
services,  as  well  as  a wide  array  of  informal  services. 

The  program  is  an  intradepartmental  effort  which  includes  the 
close  cooperation  of  HCFA,  the  Administration  on  Aging  (AoA),  and 
the  Office  of  the  Assistant  Secretary  for  Planning  and  Evaluation 
(ASPE),  which  was  designated  the  lead  agency  in  the  effort. 

On  September  30, 1980,  the  Department  announced  implementation 
of  the  program,  which  includes  the  following  four  components: 

Channeling  Demonstrations 

The  12  States  that  were  awarded  contracts  to  conduct  channeling 
demonstrations  are  Maryland,  Maine,  Pennsylvania,  Kentucky,  Texas, 
Hawaii,  Florida,  Massachusetts,  Missouri,  New  York,  New  Jersey,  and 
Ohio. 

The  term  channeling  refers  to  the  organizational  structures  and 
operating  systems  required  in  a community  to  make  sure  that  a client 
receives  needed  long-term  care  services.  The  primary  elements  of 
this  concept  are  outreach/case  finding,  screening,  comprehensive 
client  assessment,  and  case  management. 

As  part  of  the  demonstration  program,  each  State  is  required  to 
establish  an  inter-agency  long-term  care  planning  group  to  prepare 
a State  long-term  care  plan.  Members  of  the  planning  group  are 
designated  by  the  governor  of  each  State. 

Evaluation  Contract 

A contract  was  awarded  to  Mathematica  Policy  Research,  Inc.,  to 
evaluate  the  12  demonstrations. 

Technical  Assistance  Contract 

The  Department  of  Health  and  Human  Services  (DHHS)  awarded 
a technical  assistance  contract  to  the  Temple  University  Institute  of 
Gerontology  to  provide  support  to  the  12  demonstrations  in  develop- 
ing uniform  assessment  and  data  collection  procedures. 

State  System  Development  Grants 

Fifteen  States  received  1-year  system  development  grants.  These 
grants  will  help  States  build  their  capacity  to  plan,  coordinate,  and 
manage  the  allocation  of  long  term-care  resources. 

AoA  is  monitoring  the  system  development  grants.  Teams  of 
representatives  from  ASPE,  HCFA,  and  AoA  are  monitoring  the 
evaluation  and  technical  assistance  contracts. 

Of  the  12  channeling  demonstrations,  HCFA  is  monitoring  six 
(Maryland,  Maine,  Pennsylvania,  Kentucky,  Texas  and  Hawaii),  and 
the  Administration  on  Aging  is  monitoring  the  remaining  six  (Florida, 
Massachusetts,  Missouri,  New  Jersey,  New  York,  and  Ohio). 
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All  of  these  community-based,  long-term  care  efforts  have  gen- 
erated increasing  Congressional  interest.  One  result  of  this  interest 
has  been  the  inclusion  of  Section  2176  in  the  Omnibus  Reconcilia- 
tion Act  of  1981.  This  provision  allows  the  Secretary  to  approve 
State  plans  that  include  home  and  community-based  services  (other 
than  room  and  board)  as  medical  assistance  by  waiver.  Such  services 
must  be  provided  under  a written  plan  of  care  to  individuals  who 
would  otherwise  require  the  level  of  care  which  is  covered  by  the 
State  when  provided  in  an  SNF  or  ICF.  These  services  may  include 
case  management,  homemaker/home  health  aide  services,  personal 
care  services,  adult  day  health,  rehabilitative  services,  respite  care, 
and  other  services,  as  approved  by  the  Secretary.  To  be  granted 
a waiver,  the  State  must  provide  assurances  to  the  Secretary  that, 
among  other  things,  the  average  per  capita  expenditure  it  estimates 
for  Medicaid  individuals  who  are  provided  services  under  the  waiver 
will  not  exceed  the  average  per  capita  expenditures  for  such  individ- 
uals if  no  waiver  was  granted.  The  waivers  will  be  for  a three-year 
period  and  may  be  renewed. 

Medicare  and  Medicaid  Coverage 

HCFA  implemented  two  major  initiatives  in  1980  to  test  whether  the> 
coverage  of  additional  services  not  strictly  medical  in  nature  would 
reduce  the  cost  of  long-term  care. 

The  national  hospice  demonstration  permits  the  waiver  of  certain 
statutory  and  regulatory  requirements  to  allow  coverage  of  hospice 
services  to  terminally  ill  Medicare  beneficiaries  and  Medicaid  recipi- 
ents. Participating  hospices  may  be  reimbursed  under  the  demon- 
stration for  a number  of  items  and  services  not  currently  covered  by 
Medicare  and  Medicaid.  Examples  include  outpatient  prescription 
drugs,  institutional  respite  and  home  respite  services  (primary  care 
giver  relief),  visits  by  dieticians  and  homemakers,  supportive  and 
counseling  visits  to  hospice  patients  during  occasional  hospital 
stays,  continuous  care  (by  nurses,  home  health  aides,  or  home- 
makers) on  a shift  basis  in  the  home,  certain  self-help  devices, 
inpatient  hospice  care,  and  bereavement  services  to  family  members. 
The  evaluation  of  demonstration  data  will  focus  on  the  cost  and  use 
of  hospice  care  and  will  attempt  to  determine  the  difference  (if  any) 
between  the  quality  of  care  provided  by  hospices  and  the  quality  of 
life  experienced  by  patients  receiving  hospice  care  and  the  quality 
of  care  and  life  for  patients  who  receive  services  from  conventional 
health  providers. 

The  other  initiative,  funded  by  the  Departments  of  Housing  and 
Urban  Development  and  Health  and  Human  Services,  is  a demon- 
stration to  test  whether  the  chronically  mentally  ill  can  be  deinstitu- 
tionalized and  integrated  into  the  community  if  provided  with  housing 
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support  and  Medicaid  coverage  of  services  such  as  life  skills,  trans- 
portation, and  supervision. 

The  Department  of  Housing  and  Urban  Development  (HUD)  is 
providing  direct  Federal  loans  to  assist  private,  non-profit  corpora- 
tions in  the  development  of  new  or  substantially  rehabilitated  hous- 
ing. Over  a three-year  period,  HUD  has  set  aside  loan  reservations 
for  229  sites  in  39  States,  including  the  District  of  Columbia  and 
Puerto  Rico.  These  sites  will  house  from  3,500  to  4,000  residents. 
In  addition,  HUD  will  provide  Section  8 rental  assistance  for  all  of 
the  units. 

The  Department  of  Health  and  Human  Services  is  waiving  specific 
sections  of  Title  XIX  to  authorize  Federal  matching  funds  for  presently 
non-covered  services  such  as  case  management,  supervision,  train- 
ing in  life  skills,  and  transportation.  Four  States  (Minnesota,  Georgia, 
Tennessee,  and  Vermont)  have  received  Title  XIX  waivers,  and 
another  22  are  expected  to  request  Federal  matching  funds. 

Innovative  Reimbursement  Methods 

HCFA  is  engaged  in  several  activities  that  test  alternative  reim- 
bursement systems.  For  the  past  five  years,  selected  hospitals  in 
four  predominantly  rural  States  (Texas,  Iowa,  Utah,  and  South 
Dakota)  have  been  permitted  to  provide  long-term  care  using  the 
“swing-bed”  concept  of  care.  Under  this  concept,  a designated 
number  of  hospital  beds  can  be  “swung”  from  acute  care  to 
extended  care  use  and  back  again  as  the  needs  of  patients  change. 
Reimbursement  for  swing-bed  care  differed  from  Medicare’s  tradi- 
tional methodology.  Hospitals  were  reimbursed  for  providing  long- 
term care  on  the  basis  of  the  State  Medicaid  rate  per  day  paid  to 
SNFs  or  ICFs.  Reimbursement  for  acute  care  was  based  on  the 
hospital’s  total  allowable  costs  minus  its  long-term  care  revenues. 

Evaluation  (Shaughnessy,  1981)  indicated  that  the  swing-bed 
approach  appears  to  be  the  most  cost-effective  means  to  provide 
long-term  care.  The  approach  also  represented  a method  of  rural 
hospital  diversification.  Hospitals  in  rural  areas  are  highly  regarded 
by  the  residents  in  their  communities  not  only  in  terms  of  the 
hospitals’  ability  to  take  care  of  the  residents’  acute  health  care 
needs  but  also  in  their  importance  to  the  economic  health  of  the 
community.  Because  many  small  rural  hospitals  are  financially 
threatened  due  to  low  occupancy  rates,  the  ability  to  provide  addi- 
tional needed  services  under  the  swing-bed  approach  strengthened 
these  institutions. 

In  the  social/HMO  project,  Brandeis  University  is  testing  the 
concept  of  providing  a continuum  of  medical  and  health  services  to 
an  elderly  population  within  an  HMO.  This  three-year  project  will 
develop  a demonstration  and  evaluation  protocol  for  the  social/HMO 
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concept,  select  and  developmental^  assist  three  sites,  and  imple- 
ment the  demonstration. 

Together  with  the  West  Virginia  Department  of  Welfare,  HCFA  is 
testing  an  alternative  method  of  reimbursing  nursing  home  capital 
costs  (interest  on  debt,  depreciation,  and  a return  on  equity  capital). 
Currently,  the  West  Virginia  Medicaid  program  reimburses  nursing 
homes  for  their  routine  costs  on  the  basis  of  a prospective  rate  set- 
ting methodology.  Under  waivers  from  HCFA,  West  Virginia  will 
reimburse  nursing  home  capital  costs  using  a standard  appraisal 
value  approach.  Each  year,  the  physical  structure  of  the  nursing 
home  is  appraised  to  determine  its  current  replacement  value.  The 
State  reduces  this  amount  by  the  home’s  estimated  physical  and 
functional  depreciation.  A rate  established  by  West  Virginia  is 
applied  to  the  difference  and  serves  as  the  reimbursement  for  the 
reasonable  costs  of  investment  in  long  term  care  facilities.  The 
reimbursement  for  capital  costs  is  independent  of  the  owner’s  book 
value  of  the  home  and  thereby  attempts  to  prevent  the  frequent  sale 
and  resale  of  nursing  homes. 

In  southern  California,  the  National  Center  for  Health  Services 
Research  and  HCFA  are  jointly  testing  the  effects  of  an  incentive 
payment  to  nursing  homes  on  the  appropriateness  of  care  and  the 
efficient  use  of  resources.  Approximately  20  proprietary  nursing 
homes  in  the  San  Diego  area  will  receive  payments  to  encourage 
them  to  (1)  admit  “heavy  care”  patients  who  might  otherwise  remain 
inappropriately  hospitalized,  (2)  improve  resident  outcomes  by  using 
resident-specific  goal  setting  and  care  planning,  and  (3)  discharge 
patients  who  might  be  better  served  in  a home  setting.  The  experi- 
mental phase  is  expected  to  last  two  years. 

Survey  and  Certification 

Projects  which  streamline  the  nursing  home  survey  and  certifica- 
tion process  are  currently  underway  in  Wisconsin,  Massachusetts, 
and  New  York. 

In  Wisconsin  and  New  York,  the  goal  is  to  move  from  a single 
“paper  review”  of  patient  care  and  a facility’s  ability  to  meet 
Federal/State  standards  to  a screening  approach  which  focuses 
surveyor  time  on  the  actual  care  provided  to  patients  and  the  facility’s 
ability  to  provide  that  care. 

While  the  Massachusetts  project  does  not  change  the  current 
medical  review  (MR)/independent  professional  review  (IPR)  require- 
ments, it  does  concentrate  surveyor  time  on  identifying  nursing 
homes  which  have  had  difficulty  in  complying  with  Federal/State 
conditions  of  participation. 

It  is  anticipated  that  findings  from  these  three  projects  will  be 
instrumental  in  developing  more  effective  nursing  home  survey  and 
certification  methods  in  which  surveyor  time  is  better  used. 
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Triage:  Comprehensive,  Coordinated  Care  of  the  Elderly 

The  Triage  model  is  based  upon  a single  entry  access  point  to  the 
health  delivery  system  for  elderly  persons.  The  project  tests  the 
feasibility  and  effectiveness  of  service  coordination  for  elderly  and 
disabled  individuals  living  in  a seven  town  area  in  central  Connecti- 
cut. The  project  establishes  a liaison  between  clients  and  multiple 
service  agencies  so  that  care  is  organized  around  the  client  and  the 
available  resources. 

Connecticut  initiated  Triage  in  1974,  with  State  funding  and  a 
grant  from  the  Administration  on  Aging.  In  1975,  the  State  received 
Section  222  Medicare  waivers  together  with  funding  from  the  National 
Center  for  Health  Services  Research,  Public  Health  Service,  for  the 
research  component  of  the  project.  These  initial  years  of  the  project 
are  referred  to  as  Triage  I. 

On  April  1, 1979,  HCFA  approved  a two  year  project  using  the  same 
demonstration  and  research  design  to  obtain  needed  longitudinal 
data  on  the  utilization  and  cost  of  services  provided  to  this  group 
of  patients  from  the  inception  of  the  project.  This  project  is  known 
as  Triage  II. 

The  project  is  targeted  at  an  eligible  population  of  19,526  people, 
65  years  and  over,  who  are  entitled  to  Medicare  parts  A and  B.  The 
service  delivery  system  has  been  developed  around  individual  needs 
rather  than  tailored  to  fit  existing  reimbursable  sources.  The  delivery 
model  includes  the  following  features:  patient  assessment  and 
individual  plans  of  care;  coordination  of  all  available  health-related 
services;  creation  of  new  services  in  the  demonstration  area;  moni- 
toring of  the  plans  of  care;  and  evaluation  of  pertinent  data  in 
accordance  with  a research  design  so  that  patient  outcomes  and 
costs  of  services  can  be  studied. 

The  project  serves  1,500  participants. 

The  objectives  of  the  project  are: 

• to  increase  the  effectiveness  of  health  services, 

• to  develop  necessary  preventive  and  support  services  and 
demonstrate  their  value  to  the  target  population, 

• to  provide  a single  entry,  assessment  mechanism  to  coordinate 
delivery  of  institutional,  ambulatory,  and  in-home  services  which 
will  result  in  cost  containment, 

• to  demonstrate  the  effectiveness  of  coordinated  care,  including 
a)  care  to  prevent  illness,  compensate  for  disability,  and  support 
independent  living  at  home,  b)  care  prescribed  to  answer  need 
rather  than  to  accomodate  third-party  payer  service  restrictions, 
and  c)  use  of  professional  nurse-clinician/social  service  coordi- 
nator teams  to  assess  needs  of  individuals,  arrange  for  appro- 
priate services,  and  provide  case  management,  and 
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• to  reduce  expenditures  for  health  care  delivered  to  the  target 
population. 

The  Triage  model  operates  through  a clinical  process  of  care 
developed  and  monitored  by  interdisciplinary  teams,  each  of  which 
consists  of  a nurse-clinician  and  a social  service  coordinator  (social 
worker).  The  clinical  process  of  care  includes  the  following  four 
stages: 

Referral — Most  frequent  sources  of  referral  have  been  self-referral, 
family,  friends,  visiting  nurses,  hospital  discharge  planners, 
physicians,  and  social  workers. 

Assessment — The  team  visits  the  client’s  home  to  fully  assess 
client  needs,  using  a comprehensive  assessment  form.  This  form 
was  developed  and  refined  by  project  clinical  staff,  the  project 
research  team,  and  a geriatric  physician  consultant.  The  assess- 
ment consists  of  a modified  physical  examination  and  an  extensive 
interview  eliciting  a complete  health  history  and  information  on 
client  functional  status,  nutrition,  physical  environment,  and  an 
informal  support  system.  Functional  status  is  assessed  by  the  use 
of  three  standardized  instruments — the  Activities  of  Daily  Living 
(Katz  et  al),  the  Instrumental  Activities  of  Daily  Living  (Lawton  and 
Brody),  and  the  Mental  Status  Questionnaire  (Goldfarb,  Kahn, 
et  al).  This  process  provides  the  data  base  upon  which  the  plan 
of  care  is  developed  for  each  client. 

Coordinating  the  Care  Plan — Based  on  the  assessment  data,  the 
team  develops  a plan  of  care.  The  Triage  team  works  with  the 
client  and  his  or  her  family  to  select  services  appropriate  to  the 
client’s  needs  and  the  providers  that  will  be  asked  to  deliver  the 
authorized  services. 

Monitoring — After  service  delivery  commences,  the  Triage  team 
maintains  ongoing  contact  with  the  client  to  ensure  that  services 
continue  to  be  consistent  with  the  care,  plan  in  quality  and 
quantity.  In  addition,  the  team  consults  frequently  with  providers, 
meets  on  a monthly  basis  with  home  health  agencies  in  the  region, 
and  consults  with  other  providers  as  needed.  A medical-dental 
advisory  committee  is  available  to  Triage  staff  for  consultation  and 
review  of  client  status.  The  committee  consists  of  five  physicians 
(with  different  specialities),  two  dentists,  a podiatrist,  and  a 
pharmacist. 

The  Section  222  Medicare  waivers  have  made  it  possible  for  Triage 
to  authorize  payment  for  many  ancillary  and  support  services  not 
traditionally  covered  by  Medicare  and  to  waive  specific  Medicare 
requirements  such  as  coinsurance,  deductibles,  and  restrictions  on 
home  health  care. 
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The  following  table  identifies  the  services  available  to  Triage 
clients,  including  waived  services  and  traditional  Medicare  services. 


Service 

Category 

Traditional 
Medicare  Services 

Waived  Services 

Institutional 

Hospital 

Skilled  Nursing  Facility 

Intermediate  Care  Facility 
Home  for  the  Aged 
Day  Care 

Home  Care 

Visiting  Nurse 
Home  Health  Aide 

Homemaker 

Chore 

Companion 

Meals  and  Meal  Delivery 

Ambulatory 

Physician 
Outpatient  Service 
Diagnostic  Services 
(X-ray  and 
laboratory) 
Therapies  (Speech 
Physical, 
Occupational) 

Optometrist 
Dentist  (routine  and 
preventive) 

Podiatrist  (routine  and 
preventive) 

Mental  Health  Counseling 

Dentist  (selected 
medical  conditions) 
Podiatrist  (selected 
medical  conditions) 

Products 

Medical  Equipment 
Supplies 

Pharmaceuticals 
Hearing  Aids 
Glasses 

Transportation 

Ambulance 

Chair  Car 
Taxi 

Traditional  Medicare  services  are  reimbursed  according  to  the 
procedures  and  rates  of  that  program.  For  other  services  not 
normally  included  under  Medicare,  the  method  of  reimbursement 
varies  according  to  service  type.  Homemaker  and  ICFs,  for  example, 
are  reimbursed  on  a cost  reporting  basis;  pharmaceuticals  and 
optical  care  are  reimbursed  using  Medicaid  rates  established  by  the 
State  Department  of  Social  Services.  For  other  services,  Triage 
obtained  schedules  from  government  and  industry  sources  (for 
example,  Connecticut  Public  Utilities  Commission  rates  used  for 
transportation).  Rates  were  negotiated  with  each  provider  for 
services  such  as  meals  and  meal  delivery,  companions,  and  chore 
service. 
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Triage  has  provided  training  opportunities  for  providers  and 
students  in  health  professions  programs  throughout  the  life  of  the 
project. 

Preliminary  data  from  Triage  I indicate  that  72  percent  of  partici- 
pants improved  or  maintained  their  ability  to  conduct  activities  of 
daily  living  and  their  mental  status  scores.  However,  the  overall 
performance  of  the  participant  group  on  assessment  scores  de- 
creased with  advancing  age.  The  total  cost  per  participant  for  1978 
was  $3,620,  or  an  average  per  diem  cost  of  $12.63  per  day.  Data 
from  Triage  II  are  not  yet  available. 

Alternative  Health  Services 

In  July  1976,  under  the  authority  of  Section  1115  of  the  Social 
Security  Act,  the  Georgia  Department  of  Medical  Assistance  em- 
barked on  a demonstration  project  in  two  of  the  State’s  human 
resources  districts  (covering  17  counties).  The  project  offers 
alternatives  to  nursing  home  care  for  persons  who  would  otherwise 
be  placed  in  institutions.  The  model  is  built  on  a centralized  single 
point  of  entry  into  all  service  systems.  In  addition  to  regular 
Medicaid-financed  health  services,  the  demonstration  offers  three 
alternative  services;  adult  day  rehabilitation,  home  delivered  serv- 
ices, and  alternative  living  services  (for  example,  personal  care, 
adult  foster  care,  boarding  services,  and  congregate  living  arrange- 
ments). The  program  serves  1,385  clients;  approximately  1,040  have 
been  referred  to  the  experimental  group  and  345  to  the  control 
group  for  research  purposes. 

All  potential  Alternative  Health  Services  (AHS)  clients  receive  a 
health  and  social  needs  assessment  prior  to  enrollment.  Along  with 
self-referrals,  the  project  receives  referrals  from  hospitals,  the 
county  Department  of  Family  and  Children’s  Services,  and  the 
Georgia  Medical  Care  Foundation,  the  project’s  independent  utiliza- 
tion review  contractor.  Clients  who  appear  to  be  eligible  for  services 
are  interviewed  by  county  caseworkers  who  collect  health  and 
social  information.  Following  the  interview,  the  caseworker  obtains 
the  relevant  medical  data  from  the  client’s  physicians  and  additional 
information  on  family  and  support  systems. 

The  information  gathered  by  the  caseworker  is  reviewed  by  a 
team  consisting  of  an  AHS  nurse,  social  worker,  and  the  caseworker. 
The  team  uses  the  State  maximum  units  of  service  guidelines  to 
identify  patients  who  require  more  intensive  care  than  the  project 
can  provide.  After  the  conference,  the  caseworker  notifies  the  client 
of  service  recommendation  or  control  assignments.  (Three  out  of 
every  four  clients  determined  appropriate  for  the  project  are  ran- 
domly assigned  to  AHS  service  groups,  with  the  fourth  assigned  to 
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a control  group.  Clients  in  both  groups  are  tracked  for  the  duration 
of  the  project.) 

Once  a patient  is  accepted,  he  or  she  is  referred  to  appropriate 
providers.  A face-to-face  interview  is  conducted  by  the  provider, 
who  notifies  the  team  within  five  days  whether  the  recommended 
services  are  adequate.  The  provider  then  indicates  the  services  to 
be  offered  and  their  frequency,  justifying  any  refusal  to  extend 
recommended  services.  The  team  must  approve  any  changes  in  the 
client’s  care  plan.  Once  services  are  initiated,  both  a case  manager 
and  a case  coordinator  work  to  ensure  the  continued  provision  of 
appropriate  services. 

Standard  contracts  have  been  negotiated  with  a large  number  of 
alternative  services  providers.  The  contracts  include  agreement  on 
specific  expenditures  and  cost  allocations,  a line  item  budget  which 
the  provider  cannot  exceed,  and  a system  which  allows  a provider 
to  retain  unused  funds  to  expand  the  program. 

Medicus  Systems  Corporation  is  evaluating  the  project  under 
contract  to  the  grantee.  Medicus  has  participated  in  and  reviewed 
all  aspects  of  the  project,  including  the  technical  research  and  the 
management  system.  In  particular,  the  evaluation  will  focus  on 
costs,  utilization,  health  impact,  and  effectiveness. 

Some  of  the  preliminary  cost  and  utilization  findings  from  the  first 
operational  year  follow.  However,  analysis  of  data  from  subsequent 
years  may  change  these  findings. 

• Total  Medicaid  mean  monthly  costs  for  the  experimental  group 
are  76  percent  higher  than  for  the  control  group.  Medicaid  costs 
exclusive  of  AHS  costs  for  the  experimental  group,  however, 
are  9.4  percent  less  than  for  the  control  group.  The  most 
significant  differences  by  category  of  expenditure  are  for  nursing 
home,  inpatient  hospital,  and  physican  costs. 

• Medicaid  nursing  home  costs  are  on  the  average  $15.94  a 
month,  38  percent  higher  for  the  control  group  than  for  the 
experimental  group. 

• Physicians’  costs  reimbursed  by  Medicaid  are  141  percent  higher 
for  the  control  group  than  for  the  experimental  group. 

• Mean  Medicaid  inpatient  hospital  costs  for  the  experimental 
group  are  49  percent  higher  than  for  the  control  group.  These 
cost  figures  are  consistent  with  the  finding  that  individuals  in 
the  experimental  group  used  an  average  of  5.4  hospital  days 
during  the  first  year  of  enrollment,  compared  with  clients  in 
the  control  group  who  used  4.1  hospital  days  on  the  average. 
This  finding  may  be  attributed  to  the  professionals  who  provide 
AHS  services  and  recognize  the  need  for  hospitalization  before 
it  might  otherwise  be  recognized  by  the  client  or  the  family. 

• The  utilization  and  service  cost  figures  indicate  that  42.6  percent 
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of  the  clients  have  received  home  delivered  services,  14.7  per- 
cent have  received  adult  day  rehabilitation  services,  and  2.8 
percent  have  received  alternative  living  services.  The  mean 
monthly  project  service  costs  of  home  delivered  services  per 
person  was  $129,  adult  day  rehabilitation,  $216,  and  alternative 
living  services,  $212. 

The  final  project  report  is  available  from  HCFA. 

The  Georgia  State  legislature  has  appropriated  funds  to  expand 
the  AHS  program  so  that  it  may  be  adopted  state-wide  (over  a 
three  year  period)  as  part  of  the  State  Medicaid  plan.  Efforts  to 
phase  in  AHS  state-wide  began  in  August  1980.  The  program  is 
currently  working  on  the  transition  from  a demonstration  project  to 
a state-wide  program  and  establishing  ongoing  linkages  with  pro- 
viders and  agencies.  In  addition,  the  project  is  auditing  providers. 
Together  with  the  evaluator,  AHS  is  developing  a methodology  to 
convert  the  current  financial  data  base,  which  is  in  a charge-based 
format  suitable  to  a demonstration,  to  a cost-based  format,  more 
suitable  to  the  State  Medicaid  program. 

Monroe  County  I 

The  New  York  State  Department  of  Social  Services  is  conducting  a 
demonstration  project  under  the  authority  of  Section  1115  of  the 
Social  Security  Act,  through  the  Monroe  County  Long  Term  Care 
Program,  Inc.  (MCLTCP).  Its  purpose  is  to  demonstrate  alternative 
approaches  to  delivering  and  financing  long-term  care  to  the  adult 
disabled  and  elderly  Medicaid  population  of  the  county. 

The  project  has  developed  the  Assessment  for  Community  Care 
Services  (ACCESS)  model  as  a centralized  unit  responsible  for  all 
aspects  of  long-term  care  for  Monroe  County  residents,  18  years  of 
age  or  older,  who  have  long-term  health  care  needs  and  who  are 
eligible  for  Medicaid  benefits.  The  program  will  develop  and 
coordinate  community  services,  administer  long-term  care  funds, 
approve  all  public  payments  for  institutional  and  community  long- 
term care  services,  and  collect  program  data.  ACCESS  staff  assess 
client  needs,  assist  in  planning  and  obtaining  community  or  institu- 
tional services,  and  monitor  the  appropriateness  of  the  service.  All 
long-term  care  services  provided  under  Medicaid  in  the  county  must 
be  coordinated  with  the  ACCESS  unit  for  the  provider  to  be 
reimbursed.  Private  pay  patients  may  voluntarily  use  ACCESS 
services. 

ACCESS  assessment  activity  varies  based  on  client  location 
(whether  in  an  acute  care  facility  or  in  the  community).  However, 
actual  assessments  are  all  carried  out  using  the  Preadmission 
Assessment  Form  (PAF)  developed  by  the  project  to  improve  upon 
previous  State  forms  which  attempted  to  document  patient  condition. 
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The  principal  focus  of  the  PAF  is  to  determine  the  client’s  capacity 
for  self-care  and  specific  service  needs  necessary  for  the  patient  to 
remain  at  home,  if  possible.  Nurses  from  the  County  Health  Depart- 
ment or  the  Visiting  Nurse  Service  of  Rochester  perform  the  assess- 
ments. 

Once  a patient’s  needs  have  been  determined,  the  assessor  com- 
pletes an  alternate  care  plan  (ACP)  form  which  provides  a detailed 
home  care  package  identifying  required  services,  personnel,  and 
equipment.  On  the  basis  of  the  ACP,  ACCESS  determines  the  cost 
and  practicality  of  home  care  for  the  patient.  If  the  patient  and 
family  agree  to  the  service  plan,  ACCESS  initiates  services  for  the 
client  (whether  it  involves  home  care  or  admission  to  a long-term 
care  facility).  As  part  of  its  contract  with  the  County  Division  of 
Social  Services,  ACCESS  may  only  approve  home  services  for 
Medicaid  clients  who  can  be  assisted  in  home  care  for  less  than 
75  percent  of  the  cost  of  a comparable  level  of  care  in  a long-term 
care  facility.  If  costs  exceed  75  percent,  ACCESS  must  make  a 
special  request  to  the  DSS  to  allow  home  services.  Non-Medicaid 
patients  (for  example,  private  pay  voluntary  participants)  must 
arrange  for  payment  of  their  services  on  their  own,  although  ACCESS 
will  assist  and  advise  them  in  these  arrangements. 

ACCESS  tracks  its  client  population  with  a home  review  system. 
Home  review  visits  are  made  three  times  a year  for  Medicaid  clients 
and  where  necessary  and  agreed  to  by  non-Medicaid  clients. 
Utilization  review  forms  are  routinely  shared  with  ACCESS  by  three 
church-sponsored  nursing  homes  and  one  public  facility  in  the 
county.  These  forms  determine  whether  the  patient  is  at  the  ap- 
propriate level  of  care.  If  the  UR  form  indicates  that  a change  may 
be  necessary,  the  Genessee  Valley  Medical  Foundation  (which  con- 
ducts the  utilization  reviews)  transmits  the  form  to  ACCESS  for 
review  and  resolution. 

Section  1115  Medicaid  waivers  permit  the  project  to  include  the 
following  services:  friendly  visiting,  housing  improvement,  home 
maintenance  and  heavy  chore  services,  housing  assistance,  trans- 
portation, moving  assistance,  and  respite  care.  Bills  for  all  Medicaid 
covered  (and  waived)  long-term  care  services  for  project  clients  are 
submitted  to  the  project  by  providers.  Their  claims,  based  on  State 
Medicaid  reimbursement  schedules,  are  reviewed  and  then  for- 
warded by  the  project  to  the  State  Medicaid  office  for  payment.  The 
project  also  has  the  authority  to  contract  with  providers  for  the 
delivery  of  certain  waived  services. 

Objectives 

The  objectives  of  the  project  are: 

• to  provide  long-term  care  services  which  are  appropriate,  cost- 
effective,  and  acceptable  to  the  client 
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• to  provide  coordination  and  continuity  of  case  management  for 
long-term  care  clients 

• to  improve  long-term  care  assessment  and  review  procedures 

• to  collect  data  about  needs,  service  utilization,  and  appropriate- 
ness of  placement  on  persons  requiring  long-term  care 

• to  reduce  the  number  of  county  residents  who  are  in  acute 
hospitals  and  long-term  care  institutions 

• to  reduce  the  per  person  rate  of  increase  of  Medicaid  expendi- 
tures for  individuals  needing  long-term  care  from  what  it  would 
have  been  had  the  project  never  existed. 

Macro  Systems,  Inc.  evaluated  the  project  for  three  operational 
years.  An  evaluation  report  was  published  in  1980.  In  the  initial 
32  months,  ACCESS  received  8,862  referrals,  4,766  from  hospitals 
and  4,096  from  community  sources.  The  community  referrals  came 
from  home  health  agencies  (33  percent),  clients  and/or  families 
(28  percent),  long-term  care  facilities  (10  percent),  local  human 
services  agencies  (4  percent),  and  physicians  (5  percent). 

The  percentage  of  community  Medicaid  patients  treated  at  home 
has  increased  over  the  life  of  the  program.  During  the  first  year  of 
operation,  88  percent  of  the  Medicaid  patients  referred  from  the 
community  were  treated  at  home,  but  in  1980  (through  July),  this 
figure  rose  to  96  percent.  Increases  have  also  been  dramatic  for 
non-Medicaid  community  patients  who  in  1978  had  only  75  percent 
home  resolutions,  increasing  to  88  percent  in  1980.  Similarly,  more 
hospital  patients  have  been  released  to  home  care  since  the  start  of 
the  program.  During  the  first  year,  35  percent  of  the  Medicaid 
patients  referred  from  the  hospital  were  cared  for  at  home.  In  1980 
(through  July),  this  figure  increased  to  54  percent.  Eighteen  percent 
of  non-Medicaid  patients  were  cared  for  at  home  in  1978,  increasing 
to  25  percent  in  1980. 

Medicaid  costs  for  all  direct,  noninstitutional  services  for  1,123 
skilled-level  patients  who  were  assessed  at  home  under  the  ACCESS 
system  are  estimated  to  be  $25.12  a day,  or  52  percent  of  the  com- 
parable Medicaid  institutional  rate  (approximately  $50  a day).  The 
Medicaid  cost  for  health-related  and  proprietary  home  level  service 
packages  is  also  less  than  half  of  the  comparable  institutional  rate. 

Evaluation  findings  indicate  that  home  care  costs  for  long-term 
care  patients  under  the  demonstration  are  from  30  to  50  percent 
of  the  county’s  comparable  institutional  costs.  Skilled  nursing 
services  provided  in  the  home  through  the  project  were  estimated 
to  be  $22.22  per  day,  compared  to  $50.00  per  day  for  equivalent 
institutional  care.  For  health-related  services  (equivalent  to  ICF 
care),  the  costs  were  $9.29  for  home  care  as  compared  to  $30.00  for 
institutional  care.  At  the  domiciliary  care  level,  the  costs  were  $3.74, 
compared  to  $16.00  at  the  institutional  level. 
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Monroe  County  II 

The  delivery  model  used  for  the  Section  1115  Monroe  County 
Long-Term  Care  Medicaid  project  (Monroe  County  I)  will  be  ex- 
panded under  the  authority  of  Section  222  of  the  Social  Security  Act 
to  include  case  management  and  patient  assessment  services  for  the 
county’s  Medicare  population  in  need  of  long-term  care.  This 
demonstration  shares  the  purpose  and  goals  of  the  Section  1115 
Medicaid  project.  The  addition  of  this  project  to  the  Monroe  County 
Program  will  enable  the  county  to  work  toward  integrating  Medicare 
and  Medicaid  long-term  care  services  in  the  county  and  to  simplify 
program  administration. 

In  addition  to  the  ACCESS  process  described  for  the  Monroe 
County  I project,  Section  222  Medicare  waivers  will  enable  this 
project  to  implement  a utilization  review  component,  whereby  once 
a client  has  entered  a facility  or  has  been  approved  for  home  care, 
a set  review  schedule  will  be  used.  Medicare-entitled  clients  will  be 
reviewed  in  an  SNF  every  14  days  by  a utilization  review  nurse  from 
the  Genesee  Valley  Medical  Foundation.  Medicare-entitled  clients 
at  home  will  be  reviewed  by  a nurse  from  a certified  home  health 
agency  every  28  days.  In  addition,  the  Section  222  Medicare  waivers 
will  permit  ACCESS  to  certify  a client’s  need  for  skilled  nursing 
services  for  up  to  14  consecutive  days  in  an  SNF  and  up  to  28  days 
for  the  provision  of  home  care  services,  if  approved  by  the  client’s 
private  physician. 

The  waived  Medicare  services  under  this  demonstration  include 
client  intake  and  assessment,  noninstitutional  SNF  services,  financial 
counseling,  in-home  architectural  review,  and  transpqrtation  services. 
Extended  care  services  will  be  furnished  to  participating  SNFs  if 
the  patient  requires  daily  skilled  nursing  or  other  skilled  rehabilita- 
tion services  which  can  only  be  provided  in  an  SNF  on  an  inpatient 
basis.  The  “post-hospital”  Medicare  requirements  for  SNF  care  and 
Part  A home  health  care  are  also  waived  to  implement  this  project. 

This  project  began  operations  in  1982. 

Delivery  of  Medical  and  Social  Services  to  the 
Homebound  Elderly 

The  New  York  City  Department  for  the  Aging  is  conducting  a three 
year  Medicare  demonstration  of  the  delivery  of  medical  and  social 
services  to  the  homebound  elderly  under  Section  222  of  the  Social 
Security  Act.  A separate  grant  from  the  Administration  on  Aging  is 
supporting  certain  administrative  activities  and  supplemental  service 
delivery  costs  for  the  project. 

The  purpose  of  the  demonstration  is  to  test  a community-based 
methodology  which  will  provide  a spectrum  of  medical  and  social 
services,  directly  and  by  linkage  and  coordination,  to  a home-bound, 
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chronically  ill  population.  Specifically,  the  project  is  targeted  to 
persons  age  65  and  over,  entitled  to  Medicare  Part  B,  who  suffer 
from  chronic  illness  or  functional  or  mental  impairment  and  who  are 
unable  to  visit  a physician  without  assistance  or  have  no  access  to 
medical  care. 

Four  sites  will  be  developed,  each  serving  100  individuals,  with  a 
comparison  group  of  200  for  research  purposes.  The  project’s  major 
objectives  are  three-fold: 

• to  identify  characteristics  of  this  population,  needed  levels  of 
care,  costs  of  delivering  such  care,  and  the  effect  of  care 
delivery 

• to  demonstrate  the  process  of  coordination  and  identify  mechan- 
isms and  strategies  to  achieve  it 

• to  develop  a cost-effective  model  of  coordinated  service  delivery 
to  be  incorporated  into  the  city’s  system. 

A coordinating  model  has  been  established  to  carry  out  the 
project.  It  is  composed  of  separate  organizational  components, 
each  with  specific  responsibilities  related  to  coordination  and  service 
delivery.  These  components  include  a project  advisory  committee 
which  comprises  relevant  city  departments  and  four  neighborhood- 
based  service  delivery  sites.  The  project  advisory  committee  reviews 
policy,  selects  sites,  and  establishes  criteria  for  clients  and  services. 
The  committee  also  facilitates  agreements  between  service  pro- 
viders. An  interdisciplinary  team  (nurse  and  social  worker)  from  the 
neighborhood-based  sites  conducts  centralized  intake,  assessment, 
care  planning,  reassessment,  and  monitoring. 

Each  site  has  a physician  consultant  whose  responsibilities  in- 
clude: 

• participating  in  selected  care  planning  conferences, 

• serving  as  a consultant  to  the  nurse  and  social  worker  on 
medical  management  problems  of  clients, 

• making  special  assessment  visits  to  clients  who  have  no 
physician  in  the  community  and  signing  off  on  the  care  plans 
developed  by  the  case  management  team  for  such  clients 
(wherever  a client  has  a personal  physician,  he  or  she  will 
approve  the  client’s  care  plan),  and 

• intervening  in  client  situations,  on  behalf  of  the  assessment 
team,  when  current  medical  care  is  no  longer  adequate. 

The  project  has  developed  the  four  sites  incrementally;  two 
became  operational  in  December  1980,  and  two  more  became 
operational  in  April  1981.  The  sites  are: 

• the  Sunset  Park  Family  Health  Center  (Brooklyn),  which  is  part 
of  Lutheran  Medical  Center  but  functions  as  a freestanding 
clinic, 
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• the  Community  Agency  for  Senior  Citizens,  which  is  sponsored 
by  the  Staten  Island  Home  Care  Integration  Service  Coalition 
and  funded  under  Older  Americans  Act,  Title  III  B, 

• the  Jamaica  Service  Program  for  Older  Adults  (Queens),  which 
is  a voluntary  social  service  agency  providing  a broad  range  of 
services  to  the  elderly  in  this  borough,  including  services  funded 
under  Title  III  B of  the  Older  Americans  Act,  and 

• the  Comprehensive  Family  Care  Center  (Bronx),  which  is  spon- 
sored by  the  Albert  Einstein  College  of  Medicine. 

The  four  sites  may  provide  services  directly  or  contract  or  arrange 
for  other  services  in  their  respective  catchment  areas. 

Services  provided  through  the  Medicare  waivers  are  the  core 
around  which  other  community  services  will  be  obtained  for  project 
clients.  These  services  are  homemaker,  personal  care,  transporta- 
tion and  escort,  and  drugs  and  biologicals. 

The  assessment  instrument  is  based  primarily  on  the  Georgia 
Alternative  Health  Services  client  assessment  interview,  together  with 
the  New  York  State  DMS-1  Medicaid  preadmission  instrument. 

Long-Term  Home  Health  Care  Program — Nursing 
Home  Without  Walls 

The  New  York  State  legislature  established  the  Long-Term  Home 
Health  Care  Program  (LTHHCP),  also  known  as  the  “Nursing  Home 
Without  Walls”  Program,  effective  April  1,  1978.  The  program 
provides  an  alternative  to  institutionalization  for  Medicaid  clients  who 
meet  the  medical  criteria  for  skilled  nursing  facilities  (SNFs)  or 
intermediate  care  facilities  (ICFs).  A maximum  expenditure  for 
home  care  has  been  set  at  75  percent  of  the  reimbursement  rate  in 
a locale  for  SNF  or  ICF  levels  of  care  for  which  the  client  is  eligible. 

The  New  York  State  Department  of  Social  Services  received 
Medicaid  waivers  in  September  1978  under  Section  1115  of  the 
Social  Security  Act  to  assist  in  a three  year  demonstration  of  the 
program. 

The  purpose  of  the  program  is  to  reduce  fragmentation  in  the 
provision  of  home  care  services  to  the  aged  and  disabled  through  a 
single  entry  system  which  coordinates  and  provides  these  services  in 
(currently)  nine  sites  throughout  the  State.  The  single  entry  system 
coordinates  and  provides  all  of  the  services.  The  objectives  of  the 
project  are  to  maximize  the  use  of  available  resources,  determine 
whether  various  types  of  providers  are  differentially  successful  in 
providing  these  services,  compare  the  effectiveness  of  long-term 
care  programs  in  different  geographical  areas,  compare  the  program 
with  traditional  home  health  care  provided  by  certified  agencies, 
and  promote  cost  containment. 
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As  illustrated  below,  each  of  the  nine  sites  shows  a different 
pattern  in  development  of  its  patient  caseloads. 


Operational 

Sites  Date  Caseload1  Capacity 


Bronx — Montefiore  Hospital 

August  1979 

54 

100 

New  York  City — St. 
Vincent’s  Hospital 

September  1979 

34 

80 

Queens — Visiting  Nurse 
Service 

May  1980 

57 

75 

Brooklyn — Metropolitan 
Jewish  Geriatric  Center 

May  1979 

147 

150 

Buffalo — 24  Rhode  Island 
St.  Nursing  Home  Co., 
Inc.  N.Y.C. 

November  1978 

38 

50 

Buffalo — Erie  County 
Department  of  Health 

September  1979 

51 

100 

Syracuse — Visiting  Nurse 
Association  of  Central 
New  York 

March  1979 

42 

100 

Syracuse — Onondaga 
County  Department  of 
Health 

March  1979 

79 

125 

Olean — Cattaraugus 
County  Department  of 

April  1979 

18 

25 

Health 


1 As  of  the  end  of  February  1981. 


Under  LTHHCP,  all  patients  must  be  eligible  for  Medicaid  and 
need  either  SNF  or  ICF  levels  of  care.  For  all  potential  program 
users,  a medical  assessment  abstract  must  tie  completed  which 
produces  a predictor  score,  referred  to  as  the  DMS-1  score.  The 
DMS-1  assessment  instrument  is  used  in  New  York  State  as  a tool  to 
determine  the  appropriate  placement  of  patients  in  long-term  care 
facilities.  When  patients  are  determined  to  be  eligible  for  the 
LTHHCP  program,  an  LTHHCP  nurse  and  a caseworker  from  the 
local  (State)  social  service  district  complete  a joint,  in-home  assess- 
ment. The  caseworker  then  develops  a plan  of  care  and  initiates  a 
budget  review.  This  budget  review  determines  whether  the  total 
projected  costs  are  within  75  percent  of  the  monthly  average 
Medicaid  costs  of  the  going  rate  for  SNF  or  ICF  levels  of  care  for 
which  the  client  is  eligible.  A reassessment  is  conducted  every  120 
days  and  a physician  reviews  patient  care  needs  every  60  days. 
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The  LTHHCP  coordinator  and  caseworker  coordinate  the  services 
and  the  case  management  functions.  Professional  support  must  be 
available  to  patients  through  an  emergency,  on-call  system  24  hours 
a day. 

In  the  initial  phases,  the  State  Department  of  Social  Services  and 
Health  Systems  Management,  together  with  State  Senator  Lombardi 
(the  author  of  the  LTHHCP  legislation),  met  with  local  commissioners 
at  each  district  site  to  familiarize  them  with  the  program  and 
facilitate  program  implementation.  In  addition,  the  State  met  with 
hospital  discharge  planners  to  make  them  aware  of  the  program 
and  worked  with  the  local  social  service  districts  to  train  staff  and 
provide  technical  assistance.  However,  the  project  experienced 
some  difficulties  in  starting.  Staff  turnover,  problems  in  coordination, 
and  difficulty  in  obtaining  referrals  delayed  the  project.  There  was 
also  a delay  in  the  enactment  of  State  legislation  authorizing  financial 
participation  for  reimbursement  of  the  seven  waived  services  under 
the  Section  1115  demonstration  authority.  The  implementation 
guidelines  for  paying  for  these  waived  services  became  effective 
in  September  of  1980.  The  services  are  home  maintenance,  nutrition 
counseling/educatiohal  services,  respiratory  therapy,  respite  care, 
social  day  care,  transportation,  congregate  meal  services,  moving 
assistance,  housing  improvement  services,  and  medical-social  serv- 
ices. For  evaluation,  the  project  will  also  collect  primary  data 
on  a comparison  population  for'  analysis  by  Abt  Associates,  Inc. 
(the  HCFA  evaluator). 

The  project  has  resolved  some  of  its  problems  by  establishing 
three  additional  State  monitoring  staff  positions  to  provide  site 
assistance.  Project  staff  are  working  with  the  evaluator  to  coordinate 
and  develop  the  data  collection  strategy.  Because  there  have  been 
delays  in  the  joint  assessment  process  to  determine  patient  eligibility, 
an  “alternative  entry  procedure”  was  established,  which  allows  the 
provider  to  begin  service  to  the  patient  immediately  based  on  the 
provider’s  initial  assessment  of  the  patient.  A joint  assessment  is 
then  conducted  with  the  local  social  service  district. 

In  the  New  York  City  area,  where  there  are  four  sites,  a long-term 
care  task  force  has  been  established  with  participation  from  the  sites 
and  the  New  York  City  Human  Resources  Administration  to  facilitate 
communication  and  coordination  of  efforts  in  program  implementa- 
tion. 

In  addition,  the  following  legislative  modifications,  passed  by  the 
State  legislature  in  June  1980,  have  facilitated  project  operations: 

• Patient  slots  have  been  reallocated  among  the  nine  approved 
sites  through  a change  in  the  State  Hospital  Code  and  legislation 
authorizing  the  Commissioner  of  Health  to  stipulate  the  maxi- 
mum number  of  persons  that  LTHHCP  may  serve. 
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• Passage  of  a Senate  bill  will  put  the  75  percent  cap  on  an 
annual  basis  so  that  if  it  is  reasonably  anticipated  that  average 
expenditures  for  a year’s  time  will  not  exceed  the  cap,  the 
patient  can  be  admitted  to  the  program. 

• The  eligibility  requirement  in  the  LTHHCP  program  has  been 
amended  to  require  that  the  patient  be  “medically  eligible”  for 
placement  in  a residential  health  care  facility. 

The  State  recently  expanded  the  LTHHCP  program  to  include  four 
additional  sites:  Jewish  Home  and  Hospital  for  the  Aged,  New  York 
City;  Visiting  Nurse  Association  of  Staten  Island;  Rockland  County 
Health  Department;  and  Elderly  Geriatric  Center,  Troy,  New  York. 

Multipurpose  Senior  Services  Project  (MSSP) 

In  September  1977,  the  State  enacted  AB998,  which  required  the 
State  Health  and  Welfare  Agency  to  establish  state-wide  MSSP  sites 
to  test  single  entry  access  to  the  health  and  social  services  system 
through  case  management,  care  planning,  and  needs  assessment. 
In  October  1979,  the  State  Health  and  Welfare  Agency  received  a 
“waiver-only”  grant  under  Section  1115  of  the  Social  Security  Act 
to  implement  the  MSSP  demonstration  over  a four  year  period.  The 
project  began  to  provide  services  at  some  sites  in  April  1980. 

The  target  population  comprises  persons  65  and  over  who  are 
considered  at  risk  of  institutionalization  and  who  meet  the  State 
eligibility  requirements  for  Medi-Cal  (Medicaid).  There  will  be  1,900 
participants  in  the  MSSP;  960  will  compose  the  comparison  group 
sample.  The  sample  is  being  drawn  from  Medi-Cal  eligibles  from 
the  community,  acute  care  hospitals,  and  skilled  nursing  facilities 
(SNFs). 

The  project  has  received  Medicaid  waivers  to  provide  certain 
health-related  and  social  services  which  are  not  otherwise  provided. 
These  include: 

• adult  social  care 

• housing  assistance 

• in-home  support  services 

• legal  services 

• non-medical  respite  care 

• non-medical  transportation 

• meal  services 

• protective  services 

• specialized  communication 

• preventive  health  care. 

During  the  first  operational  year,  the  two  most  frequently  used 
services  across  all  sites  were  in-home  support  services  and  non- 
medical transportation. 
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Other  services  are  being  provided  from  existing  State  funds  under 
Title  XIX  and  XX  of  the  Social  Security  Act  and  Title  III  of  the  Older 
Americans  Act,  as  well  as  the  State  General  Fund.  The  sites  must 
use  these  and  other  available  community  resources  before  using 
waived  services. 

The  demonstration  has  both  comparative  and  operational  objec- 
tives. The  comparative  objectives  are  to  reduce  clients’  numbers  of 
hospital  days,  to  reduce  clients’  numbers  of  SNF  days,  to  reduce 
total  expenditures  on  social  and  health  services  for  clients,  and  to 
improve  or  maintain  clients’  functional  abilities.  The  operational 
objectives  are  to  estimate  the  effectiveness  of  existing  services,  to 
compare  sites  to  achieve  a more  effective  mix  of  long-term  care,  to 
estimate  optimal  expenditures  for  client  care  while  reducing  SNF 
and  hospital  patient  days,  and  to  eliminate  optimal  expenditures  for 
client  care  while  improving  or  maintaining  clients’  functional  abilities. 

Individual  MSSP  sites  were  required  to  meet  specific  State-pre- 
scribed criteria  before  becoming  operational.  The  eight  sites  are: 

• Jewish  Family  Services,  Los  Angeles 

• East  Los  Angeles  Health  Task  Force 

• Senior  Care  Action  Network,  Long  Beach 

• Mount  Zion  Hospital  and  Medical  Center,  San  Francisco 

• City  of  Oakland 

• Greater  Ukiah  Senior  Citizens  Center 

• County  of  Santa  Cruz 

• San  Diego  County  Area  Agency  on  Aging. 

During  the  first  developmental  year,  MSSP  launched  a public 
relations  campaign  to  inform  key  State  and  local  officials  and 
agencies  about  the  project.  MSSP  also  conducted  comprehensive 
planning,  hired  staff,  and  trained  personnel. 

The  project  developed,  tested,  and  finalized  a uniform  patient 
assessment  instrument.  This  instrument  is  in  two  parts:  social 
assessment  and  medical  assessment.  It  is  administered  by  a nurse 
practitioner  and  a social  worker.  The  instrument  is  currently  being 
refined  further,  based  on  experience  at  the  sites  to  date. 

MSSP  has  developed  the  data  collection  procedures  for  the 
participant’s  information,  designed  a system  to  analyze  the  effective- 
ness of  the  program,  and  designed  a computerized  management 
information  system  (MIS). 

During  the  second  year  of  the  project,  preliminary  reports  of 
Medi-Cal  utilization  trends,  unit  costs  of  services,  and  the  impact  of 
case  management  hours  on  client  outcomes  will  become  available. 
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Mt.  Zion  Hospital  Long-Term  Care  Demonstration 
Design  and  Development 

The  Mt.  Zion  Hospital  and  Medical  Center  is  conducting  a three 
year  Medicare  demonstration  under  Section  222  of  the  Social  Security 
Act  to  implement  a hospital-based,  long-term  care  services  delivery 
system  in  a designated  service  area.  This  model  builds  upon  com- 
ponents of  Mt.  Zion’s  existing  geriatric  services,  including  acute 
care,  emergency  health  services,  outpatient  services,  home  care, 
and  information  and  referral.  A consortium  of  five  service  providers 
under  the  direction  of  Mt.  Zion  will  cooperate  to  provide  a range  of 
health  and  social  services  to  the  frail  elderly  in  the  designated  catch- 
ment area. 

The  project  is  providing  centralized  intake  and  case  management, 
including  assessment,  care  planning,  and  case  monitoring.  It  tests 
the  ability  of  a consortium  of  service  providers  to  provide  more 
accessible,  appropriate,  and  cost-effective  care. 

The  project  has  received  waivers  to  provide  certain  health-related 
and  social  services  which  are  not  otherwise  provided  under  Medi- 
care. These  include: 

• day  care  services 

• homemaker  services 

• chore  services 

• home  delivered  meals 

• interpreter  services 

• respite  care 

• discharge  assistance 

• drugs  and  biologicals 

• audiology  services,  including  hearing  aids 

• optometry  services,  including  eye  glasses  and  contact  lenses 

• podiatry  services,  including  orthopedic  footwear  and  other 
supportive  devices 

• dental  care,  including  prosthodontics 

• adaptive  and  assistive  equipment 

• transportation  of  patients  by  specialty  vehicles,  cabs,  and  other 
private  and  public  means 

• case  management  services 

• mental  health  counseling 

• prosthetic  and  orthotic  appliances. 

The  project  uses  the  Patient  Status  Assessment  instrument,  which 
was  used  for  the  Public  Health  Service  Section  222  experiments  on 
adult  day  health  care  and  homemaker  services.  This  instrument  has 
been  expanded  to  include  items  which  are  necessary  for  care  plan- 
ning and  determination  of  appropriate  patient  placement.  Material 
from  the  Monroe  County,  N.Y.  (ACCESS)  instrument  was  used  in  the 
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revisions.  The  resulting  instrument  has  been  field-tested  extensively, 
further  revised,  and  validated. 

The  project  developed  a formal  program  to  train  project  staff  in 
assessment,  care  planning,  and  case  management  functions.  In 
addition,  Mount  Zion  has  established  a seminar  program  to  provide 
project  staff,  as  well  as  consortium  members  and  other  hospital 
personnel,  an  opportunity  to  increase  long-term  care  information. 
Knowledgeable  individuals  from  the  Mount  Zion  Medical  Center  and 
the  community  are  leading  the  seminars. 

The  project  will  have  a caseload  of  200  experimentals  and  100 
controls.  Its  final  report  will  be  due  in  the  late  summer  of  1982. 

North  San  Diego  County  Long-Term  Care  Project 

This  demonstration  compares  client  benefits  and  costs  of  care  of 
existing  long-term  care  services  and  those  provided  under  the 
project.  The  project  will  provide  a comprehensive,  coordinated 
system  of  long-term  care  for  Medicare  beneficiaries  age  65  and  over. 
The  hypothesis  to  be  tested  is  that  a coordinated  system  of  long- 
term care  service  delivery  for  Medicare  beneficiaries  65  and  over, 
providing  continuity  of  care  with  a wide  array  of  in-home,  community- 
based,  and  institutional  resources  and  stressing  client  education  for 
self-care  and  client  participation  in  care  plan  development,  will  yield 
optimal  health  status  and  functional  independence  and  help  to  con- 
tain the  overall  costs  of  health  care. 

The  project  established  broad  goals:  (1)  to  demonstrate  that  a 
Medicare-certified  provider  of  home  health  services  with  a range  of 
supplementary  in-home  support  services  and  an  established  system 
of  community-wide  linkages  is  an  appropriate  and  cost-effective 
source  of  long-term  care;  (2)  to  assist  the  frail  elderly,  chronically  ill, 
and  disabled  persons  65  and  over  to  achieve  and  maintain  an 
optimum  level  of  health,  self-care  and  functional  independence  in 
their  own  homes  and  cultural  environments;  and  (3)  to  ensure 
appropriate  and  acceptable  out-of-home  placement  only  after  a 
thorough  exploration  of  personal  and  community  resources  demon- 
strates that  needs  cannot  be  met  at  home. 

The  project  builds  upon  existing  Medicare-covered,  home  health 
services  provided  by  the  Allied  Home  Health  Association  and  the 
Visiting  Nurse  Association.  Through  this  delivery  model,  the  project 
links  an  existing  information  and  referral  network  with  a centralized 
single  entry  system.  Project  services  include  professional  assess- 
ment of  client  needs,  client  participation  in  care  plan  formulation, 
and  case  management.  The  project  contracts  with  providers  for 
delivery  of  services. 

The  project  will  provide  the  following  services  under  the  Section 
222  waiver  authority: 
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• adult  day  care 

• home  delivered  meals 

• homemaker  services 

• escorted  transportation 

• educational  services  to  enable  the  patient  to  follow  the 
physician’s  instruction  for  self-care. 

Approximately  500  experimental  and  250  control  participants  will  be 
randomly  selected  for  the  project. 

During  the  first  developmental  year,  the  project  revised  a patient 
assessment  instrument  which  has  been  used  by  the  Allied  Home 
Health  Association  to  include  items  of  broader  scope.  The  instru- 
ment provides  four  levels  of  information:  patient  assessment  needs, 
services  of  existing  community  providers,  services  provided  by  the 
patient’s  informal  support  system,  and  Medicare-waived  services 
specific  to  the  long-term  care  project. 

The  project  has  trained  the  initial  assessment  teams  and  provided 
special  training  for  project  nurses  and  social  workers  in  care  plan- 
ning and  case  management.  It  has  also  obtained  the  commitment 
of  local  service  providers  and  referral  sources  and  begun  accepting 
referrals  for  assessment  and  case  planning. 

FIG  Waiver  Continuum  of  Care  Project  for  the  Elderly 

HCFA  awarded  a grant  to  the  Oregon  Department  of  Human 
Resources  in  September  1979  to  test  the  provision  of  alternative, 
community-based  services  to  the  elderly  in  a five  county  area  in  the 
southwestern  part  of  the  State.  This  demonstration  was  funded  for 
the  first  year  of  a three  year  project  under  the  authority  of  Section 
1115  of  the  Social  Security  Act.  The  project  has  also  received  a 
grant  from  the  Administration  on  Aging  to  support  administration 
costs  and  an  evaluation  component  for  the  project.  The  HCFA 
project  became  operational  in  January  1980. 

The  two  components  of  the  project — FIG  (Flexible  Intergovern- 
mental Grant)  and  the  Section  1115  waivers — share  the  same  objec- 
tive: to  serve  the  elderly  more  appropriately  and  contain  Medicaid 
costs.  It  was  expected  that  each  component  used  separately  would 
affect  both  problems  to  some  extent;  however,  use  of  both  of  the 
components  together  in  one  of  the  five  counties  would  ideally 
maximize  the  impact  on  deficiencies  in  the  current  system. 

The  FIG  component  directly  addresses  deficiencies  in  service 
delivery  stemming  from  uncoordinated,  unintegrated  service  delivery 
by  diverse  agencies  serving  the  elderly.  It  has  been  designed  to 
address  the  problems  involved  with  a multiple  agency,  multiple  entry, 
service  delivery  system  without  increasing  the  available  fiscal  re- 
sources and  without  initially  changing  any  agency’s  internal  struc- 
ture. It  has  the  following  characteristics: 
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• It  depends  on  a local  policy  committee  (with  representatives 
from  all  of  the  agencies  which  serve  the  elderly)  for  local 
accountability  and  decision-making. 

• It  makes  available  to  each  agency,  for  information  and  referral 
purposes,  a profile  of  all  other  agencies  which  serve  the 
elderly  in  the  local  area. 

• It  uses  a common  functional  assessment  tool  to  assist  decision- 
makers in  standardizing  placement  choices. 

• It  uses  a common  data  base  which  returns  to  each  agency  an 
internal  report  on  its  own  operation  and  an  external  report  on 
how  that  agency  fits  into  the  total  system. 

The  waiver  component  addresses  fiscal  imbalance  in  the  service 
system  due  to  Federal  funding  patterns  which  encourage  Medicaid 
institutionalization.  This  is  accomplished  through  the  State  guaran- 
teeing, as  a condition  to  the  waiver,  that  it  will  spend  no  additional 
Medicaid  funds  above  the  projected  amount.  In  fact,  no  Medicaid 
funds  will  be  available  for  alternative  services  each  month  until 
the  State  can  show  that  it  has  reduced  projected  expenditure  levels 
and  that  90  percent  of  the  Title  XX  funds  available  for  these  alterna- 
tives have  been  encumbered. 

The  five  sites  and  their  respective  research  conditions  are  Jose- 
phine County  (FIG  only),  Jackson  County  (FIG  and  waiver),  Coos/ 
Curry  Counties  (waiver  only),  and  Douglas  County  (comparison). 

Each  site  is  conducting  assessment,  care  planning,  and  case 
management,  with  follow-up  by  county  personnel.  The  project  is 
targeted  to  individuals  65  years  or  older  who  are  eligible  for  Medi- 
caid and  Title  XX  benefits  and  have  been  assessed  as  eligible  for 
in-home  services  instead  of  nursing  home  placement. 

Certain  health-related  and  social  services  which  are  not  otherwise 
provided  under  Title  XIX  are  provided  under  waiver  authority  in  the 
two  waiver  counties  only.  These  include: 

• homemaking  and  housekeeping  services 

• chore  services 

• home  delivered  meals 

• adult  foster  home  services 

• adult  residential  services 

• limited  transportation  services. 

The  specific  objectives  of  the  FIG/waiver  project  are: 

• to  overcome  fiscal  imbalance  and  service  delivery  deficiencies 
in  the  current  Title  XIX  program, 

• to  achieve  cost  containment, 

• to  provide  alternative,  community-based  service  to  elderly 
persons  to  delay  or  prevent  institutional  placement,  and 
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• to  provide  more  appropriate  in-home  health  services  without 
increasing  current  fiscal  resources  allotted  to  institutional  and 
in-home  Titles  XIX  and  XX  program  components. 

The  project’s  basic  patient  assessment  instrument,  which  was 
developed  by  the  State  prior  to  the  current  demonstration,  is  the 
Placement  Information  Base  (PIB).  Although  shorter  than  most  instru- 
ments currently  used  in  demonstration  projects,  the  PIB  contains  the 
important  items  that  provide  information  on  which  to  base  a decision 
to  maintain  a person  in  his  or  her  own  home.  The  items  are  organized 
to  obtain  pertinent  information  regarding  an  individual’s  ability  to 
communicate,  to  ambulate,  to  manage  the  living  environment,  to 
perform  both  activities  of  daily  living  and  instrumental  activities,  and 
to  handle  financial  affairs.  The  instrument  is  currently  being  used 
state-wide  for  adult  services  by  county  agency  personnel,  by  pro- 
viders (for  referrals  made  to  the  project),  and  by  project  staff. 
A training  program  has  been  developed  for  all  project  staff  to 
ensure  uniform  application  of  the  expanded  assessment  instrument 
in  the  five  county  area. 

Results  to  Date  by  County 

Josephine  County  (FIG  only) 

Since  project  implementation,  nursing  home  expenditures  and 
caseloads  have  been  well  below  predicted  levels.  Community-based 
care  expenditures  and  caseloads  have  been  consistently  higher  than 
the  predicted  levels  mainly  due  to  the  FIG  component  and  increased 
utilization  of  housekeeper  and  personal  care  services,  home  deliv- 
ered meals,  and  residential  care  facilities  (all  of  which  are  part  of 
the  current  Oregon  State  plan). 

Jackson  County  (FIG  and  waiver) 

Since  project  implementation,  community-based  caseloads  and 
expenditures  have  been  considerably  above  predicted  levels.  Nursing 
home  caseloads  and  expenditures  have  been  well  below  predicted 
levels. 


Coos/Curry  Counties  (waiver  only) 

Experience  in  the  first  three  quarters  of  the  project  shows  that  the 
nursing  home  caseload  has  increased  substantially  compared  to  the 
predicted  caseload  with  or  without  project  intervention.  Nursing 
home  expenditures  have  increased  less  but  are  still  higher  than 
those  predicted  with  project  intervention. 

Douglas  County  (comparison) 

Caseloads  and  expenditures  for  the  nursing  home  program  con- 
tinue as  expected.  Both  community-based  care  caseloads  and 
expenditures  remain  above  predicted  levels  in  this  county.  However, 
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the  increase  in  utilization  of  community-based  services  has  not 
significantly  affected  nursing  home  growth. 

The  project  results  in  the  FIG  only  and  the  FIG/waiver  counties 
are  similar.  Both  counties  have  consistently  reduced  expenditures 
of  Medicaid  funds  for  nursing  home  care.  The  FIG  component 
continues  to  have  significant  impact  on  the  long-term  care  system 
in  both  counties.  Results  in  the  waiver  only  and  the  comparison 
counties  reinforce  the  tentative  conclusion  that  local  agency  coop- 
eration and  planning  are  vital  in  preventing  or  delaying  nursing 
home  placement. 

Providing  additional  financial  resources  (for  example,  waivers) 
without  other  intervention  (as  in  the  FIG  component)  has  not  signifi- 
cantly affected  nursing  home  growth  in  the  five  counties  involved  in 
the  project. 

The  final  report  was  submitted  in  1982. 

Ancillary  Community  Care  Services 

The  Florida  Department  of  Health  and  Rehabilitative  Services  is 
conducting  a three  year,  “waiver  only”  demonstration  project  under 
Section  1115  of  the  Social  Security  Act,  to  develop  and  test  ancillary 
community  care  services  for  the  chronically  impaired  elderly. 

The  purpose  of  the  project  is  to  establish  in  five  Florida  counties 
(Broward,  Dade,  Duval,  Pinellas,  and  Polk)  a model  of  preventive, 
maintenance,  and  restorative  health  care  systems  for  Medicaid 
eligibles,  who  are  age  60  or  over,  non-institutionalized,  and  func- 
tionally impaired.  The  project’s  goals  include  the  following:  a)  to 
assist  persons  60  years  of  age  and  older  identified  as  “at  risk”  of 
institutionalization  to  remain  in  the  community  by  helping  them 
maintain  a level  of  self-sufficiency  with  health  and  related  services 
not  provided  under  the  State’s  Medicaid  program;  b)  to  conduct  a 
study  of  individuals  receiving  ancillary  community  care  services  to 
determine  the  effectiveness  of  community-based,  socio-medical  serv- 
ices; c)  to  evaluate  the  organizational  structures  and  costs  related 
to  each  site,  including  client  impact,  staffing,  annual  budgets,  urban/ 
rural  orientation,  service  cost,  referral  networks,  and  incidence  of 
undetected  health  problems. 

Each  of  the  five  county  agencies  will  be  responsible  for  the 
development  of  individual  care  plans,  case  management,  and  con- 
tracting for  services  with  local  providers.  The  demonstration  project 
consists  of  three  major  components: 

• a comprehensive  medical-social  assessment  (CMA)  designed  to 
a)  provide  a comprehensive  health  examination  and  a functional 
assessment  and  b)  collect  information  about  the  general  health, 
mental  health,  physical  impairments,  availability  of  social 
resources,  unmet  needs,  and  living  conditions  of  older  persons 
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• a case  management  system 

• six  ancillary  community  care  (waived)  services,  including  per- 
sonal care  services,  specialized  home  management  services, 
medical  therapeutic  services,  respite  services,  day  treatment 
services,  and  medical  transportation  services. 

During  the  first  developmental  year  of  the  project,  the  following 
tasks  were  completed: 

• Key  staff,  including  the  project  director,  deputy  director  and 
data  specialist,  were  recruited  and  oriented. 

• The  project  developed  a protocol  manual  for  implementation. 

• The  project  also  developed  a training  program  for  the  five  sites 
and  trained  the  Duval  County  personnel.  This  site  will  help  to 
orient  and  train  the  personnel  recruited  for  the  next  sites. 

• The  project  initiated  working  relationships  with  the  State 
Medicaid  program. 

• The  existing  State  Medicaid  management  information  system 
(MMIS)  was  modified  to  track  all  project  expenditures,  and  the 
project  has  arranged  with  Blue  Cross  to  perform  a similar 
service  for  Medicare  services  and  costs. 

• The  State  Office  of  Evaluation  developed  and  implemented 
plans  for  on-going  evaluation  of  the  project. 

Community  Long-Term  Care  Project 

The  South  Carolina  Department  of  Social  Services  is  conducting 
a three  year  demonstration  under  Section  1115  of  the  Social  Se- 
curity Act  to  test  community-based  client  assessment,  services 
coordination,  and  provision  of  alternative  services  and  to  develop 
proposals  for  permanent  modification  of  the  State  Medicaid  pro- 
gram. The  project  has  also  received  funds  from  the  Appalachian 
Regional  Commission  to  pay  part  of  its  administration  costs.  A 
major  goal  is  to  establish  a community  network  of  services  to  help 
disabled  and  elderly  individuals  remain  in  their  communities.  The 
network  will  have  a self-sustaining,  community  structure  without  a 
separate  coordinating  agency. 

Key  operational  components  of  the  project  include  community- 
based  client  assessment,  reassessment,  and  coordination  of  services 
which  are  alternatives  to  institutionalization.  The  population  to  be 
served  comprises  Medicaid-eligible,  elderly  individuals  with  func- 
tional disability  who  are  at  risk  of  nursing  home  placement.  Two 
thousand  individuals  are  expected  to  enroll  in  the  project  over  the 
demonstration  period  (55  percent  of  caseload  from  the  community; 
45  percent  from  nursing  homes).  The  control  group  will  be  random. 

The  project  will  provide  certain  waived  health-related  and  social 
services  which  are  not  otherwise  covered  under  Medicaid.  These 
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include  homemaker,  chore,  respite  care,  alternative  housing,  home 
delivered  and  congregate  meals,  and  adaptive  equipment  in  the 
home. 

The  project  includes  three  project  sites,  located  in  three  different 
counties  (Spartanburg,  Union,  and  Cherokee).  Each  county  site  is 
establishing  an  advisory  committee.  The  advisory  committees  will 
assist  the  sites  in  identifying  service  needs  and  priorities  for  new 
service  development. 

A major  objective  of  this  project  is  to  facilitate  cooperation  among 
service  providers  at  the  community  level.  It  will  coordinate  the. 
existing  Medicaid,  Medicare,  and  Title  XX  services  for  project 
participants. 

The  assessment  instrument  designed  for  the  project  was  based 
closely  on  the  instrument  developed  by  the  Monroe  County,  N.Y. 
ACCESS  project.  The  South  Carolina  instrument  has  been  revised 
to  meet  the  unique  needs  of  this  primarily  rural  project.  Training 
has  been  provided  to  project  staff  in  the  areas  of  assessment,  care 
planning,  and  case  management. 

The  project  became  operational  in  July  1980  in  each  of  the  three 
counties.  Strong  support  has  been  provided  by  the  South  Carolina 
State  Long-Term  Care  Council.  A Legislative  Advisory  Committee 
is  providing  liaison  between  the  project  and  the  State  legislature. 
In  addition,  the  State  has  appropriated  more  money  for  the  project. 

Modification  of  the  Texas  System  of  Care  for  the  Elderly: 
Alternatives  for  the  Institutionalized  Aged 

The  Texas  Department  of  Human  Resources  (DHR)  is  conducting 
a three  year  “waiver-only”  demonstration  project  under  Section  1115 
of  the  Social  Security  Act.  The  project  will  develop  and  test  a 
comprehensive  continuum  of  care  for  the  aged  that  is  appropriate 
in  terms  of  quality  of  care,  preferences  of  recipients,  and  costs. 

This  demonstration  was  initiated  as  a result  of  a State  legislative 
mandate  to  eliminate  unnecessary  and  inappropriate  use  of  nursing 
home  services.  The  mandate  requires  DHR  to  eliminate  one  of  the 
two  Medicaid  ICF  levels  of  care  (ICF  II)  and  to  provide  community- 
based  services  to  patients  who  can  be  deinstitutionalized. 

As  of  March  1980,  the  distinction  between  ICF  II  and  ICF  III  was 
eliminated  so  that  only  a single  ICF  program  (in  conformance  with 
Federal  regulations)  now  exists  below  the  SNF  level.  Some  of  the 
individuals  who  were  receiving  benefits  in  ICF  II  are  being  deinsti- 
tutionalized to  community-based  settings  and  provided  with  alterna- 
tive, health-related  services.  The  remaining  individuals  will  be 
“grandfathered”  into  the  single  ICF  program. 

The  project  will  assess  a 5 percent  sample  of  the  18,000  institu- 
tionalized patients  in  level  II  ICFs  to  determine  their  discharge 
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potential.  For  those  who  are  deinstitutionalized,  the  project  will 
develop  a care  plan  and  arrange  for  in-home  services  through 
community  service  providers.  In  addition,  the  project  will  conduct 
case  management,  monitoring,  and  follow-up  activities  for  partici- 
pants. 

The  following  services  will  be  provided:  Medicaid  home  care 
benefits,  Medicaid  personal  care  benefits,  Title  XX  adult  in-home 
services,  and  Section  1115  waived  community-based,  in-home 
support  services. 

The  objectives  of  the  project  are  to  create  a single  ICF  level  of 
care  (by  eliminating  level  II),  to  increase  the  availability  of  alterna- 
tive care  services  in  communities,  to  develop  a new  State  assessment 
instrument  that  is  appropriate  for  institutional  discharge  planning, 
and  to  ensure  appropriate,  continuing  care  for  current  level  II  ICF 
patients. 

As  of  March  1980,  the  State  had  terminated  all  new  admissions  to 
level  II  ICFs.  It  has  revised  standards  for  SNFs  and  ICFs  and 
established  new  criteria  for  ICFs.  In  addition,  the  State  has  devel- 
oped a plan  for  monitoring  admissions  to  long-term  care  facilities. 

The  project  became  operational  on  March  1,  1981. 

The  State  Planning  and  Evaluation  Unit,  located  within  the  State 
Office  of  Management  Services,  will  conduct  an  ongoing  project 
evaluation.  It  will  document  that  the  system  tests  the  objectives  and 
evaluates  the  outcomes  of  the  project. 

Medicaid  Physician  Nursing  Home  Visitation  Project 

The  primary  objective  of  this  project  is  to  determine  whether 
eliminating  existing  regulations  which  mandate  the  frequency  and 
intervals  of  physician  visits  to  nursing  home  residents  will  improve 
physician  involvement  in  nursing  home  care,  improve  the  quality 
of  physician-patient  interaction,  and  generally  improve  the  quality 
of  medical  care. 

The  State  Department  of  Social  Services  plans  to  contract  with 
the  Colorado  Foundation  for  Medical  Care  to  plan  and  implement 
the  project.  The  Foundation  is  the  Colorado  Professional  Standards 
Review  Organization.  Currently,  the  State  Department  of  Social 
Services,  through  its  Division  of  Medical  Assistance,  has  a formal 
relationship  with  the  Foundation. 

The  project  will  be  carried  out  in  four  phases:  developmental, 
pilot,  implementation,  and  evaluation. 

During  the  three  year  demonstration  period,  the  following  activi- 
ties will  receive  emphasis: 

• development  of  the  research  design  and  demonstration  method- 
ology 
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• development  of  the  necessary  criteria  and  standards  for  the 
project 

• education  of  physicians  and  nursing  home  personnel 

• assessment  and  monitoring  of  patient  care  planning  efforts  and 
physician  performance 

• analysis  of  research  results  and  evaluation  of  the  extent  to 
which  the  research  hypotheses  were  supported  by  the  data. 

Four  hypotheses  have  been  identified  to  prove  or  disprove  the 
project’s  primary  objective: 

(1)  A flexible  framework  of  physician-patient  encounters  for  long- 
term care  residents,  based  on  patient  need,  coupled  with 
physician-patient  care  planning  and  supported  by  a prospecitve 
planning  system  in  the  facility,  will  change  the  distribution  of 
patient-physician  encounters. 

(2)  A flexible  framework  of  physician-patient  encounters,  coupled 
with  patient  care  planning,  will  improve  quality  of  patient- 
physician  interaction. 

(3)  A flexible  framework  of  physician-patient  encounters  by  itself 
will  change  the  distribution  of  patient-physician  encounters 
and  will  not  negatively  affect  the  quality  of  patient  care. 

(4)  The  costs  of  care  will  continue  at  the  current  level  in  a system 
where  physician-patient  encounters  occur  based  on  patient 
need  rather  than  regulation. 

The  project  participants  will  be  divided  into  three  groups:  an 
experimental,  a semi-experimental,  and  a control  group.  The  experi- 
mental group  will  consist  of  facilities  in  which  existing  regulations 
for  physician  visitation  will  be  waived.  The  physician  will,  instead, 
develop  a patient  care  plan  in  which  he  or  she  will  specify  the 
frequency  of  physician-patient  encounters  required  by  the  patients’ 
conditions.  The  physician  will  be  supported  by  a system  of  prospec- 
tive patient  care  planning  in  the  facility  (that  is,  facility  staff  will  be 
trained  to  operate  such  a system). 

The  semi-experimental  group  will  comprise  facilities  in  which 
existing  regulations  for  physician  visitation  will  be  waived.  However, 
there  will  be  no  instruction  to  the  physician  or  the  facility  with 
regard  to  patient  care  planning. 

The  control  group  will  consist  of  facilities  which  continue  to 
operate  under  existing  regulations  and  the  existing  methods  for 
enforcing  those  regulations. 

A total  of  9 to  15  long-term  care  facilities  will  be  selected  to 
participate  in  this  project.  Ideally,  three  to  five  facilities  will  be 
assigned  to  each  of  the  three  study  groups. 

Data  will  be  collected  at  specific  time  frames  from  each  group 
of  participating  nursing  homes  to  measure  physician  involvement  in 
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long-term  care,  physician-patient  interaction,  quality  of  care,  hos- 
pital admission,  and  costs  of  care.  The  monitoring/intervention 
system  will  be  measured  using  the  management  information  system 
of  the  PSRO. 

The  research  design  will  be  a pre-test  and  post-test  control  group 
design  subjected  to  a six-way  analysis  related  to  each  of  the  three 
treatment  groups  prior  to  and  during  the  project. 

Four  waivers  will  be  granted  under  the  authority  of  Section  1115 
of  the  Social  Security  Act  to  enable  the  State  to  implement  the 
project.  These  are:  1)  statewideness  to  permit  the  project  to  be 
conducted  in  a sample  of  experimental  facilities  in  the  State;  2)  cur- 
rent State  and  Federal  requirements  for  extended  stay  review; 
3)  the  visitation  schedule,  to  permit  physicians  to  develop  their  own 
schedules  according  to  plans  of  care  based  on  individual  patient 
needs  in  ICFs  and  SNFs;  and  4)  the  requirement  for  independent 
Medicare  evaluations  in  SNFs,  to  permit  the  State  to  develop  the 
project  research,  demonstration,  and  evaluation  methodology  in  the 
SNFs. 

The  project  was  approved  on  February  25,  1981.  Certain  questions 
about  the  demonstration  and  research  design  require  clarification 
before  the  project  is  implemented. 

National  Long-Term  Care  Demonstration 

Pennsylvania 

State  Contractor 

(DHHS)  awarded  a contract  to  the  Pennsylvania  Department  of 
Public  Welfare  (DPW)  to  conduct  a demonstration  under  the  Na- 
tional Long-Term  Care  Demonstration  Program.  The  Channeling 
Project  is  located  in  the  DPW  Office  of  Policy,  Planning  and  Evalu- 
ation, Bureau  of  Research,  Evaluation  and  Information  Systems.  The 
Office  of  Policy,  Planning  and  Evaluation  is  directly  responsible  to 
the  Secretary  of  the  Department  to  provide  overall  direction  and 
coordination  for  the  many  program  offices  within  the  Department. 

The  State  Departments  of  Aging  and  Health  helped  to  develop  the 
proposal  and  have  committed  their  continued  involvement  and  sup- 
port toward  implementing  the  project.  Before  submitting  a proposal 
to  the  Federal  Department  of  Health  and  Human  Services,  the  three 
departments  formed  an  inter-departmental  work  group  and  devel- 
oped a memorandum  of  understanding  which  set  forth  the  roles 
and  responsibilities  of  the  group  in  planning  the  project.  The  work 
group  delegated  the  Department  of  Public  Welfare  (DPW)  to  be  the 
lead  agency  and  recommended  that  DPW  administer  the  project 
if  it  were  approved  for  funding. 
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A long-term  care  planning  group,  which  includes  the  original 
inter-departmental  work  group,  will  prepare  a State  long-term  care 
plan.  A working  subcommittee,  comprising  senior  staff  representa- 
tives will  assist  the  planning  group.  In  addition,  community-level 
organizations,  consumers,  and  providers  will  have  input  into  the 
planning  process. 

The  Department  of  Public  Welfare  is  subcontracting  with  the 
Philadelphia  Corporation  for  Aging  (PCA),  a non-profit  corporation, 
to  conduct  the  channeling  demonstration.  (Philadelphia  is  the 
catchment  area.) 


Channeling  Project  Organization 

The  local  project  is  an  administratively  distinct  unit  under  the 
PCA’s  Office  of  the  Assistant  Director  for  Operations.  The  project 
director  will  be  assisted  by  a staff  which  includes  a service  manage- 
ment supervisor,  two  caseworker  supervisors,  a nurse  practitioner, 
two  intake  workers,  and  12  caseworkers. 

Channeling  Functions 

Outreach/Case  Finding:  The  project  will  educate  agencies  about 
the  project  and  develop  relationships  with  potential  referral  sources. 
Referral  protocols  will  be  developed  along  with  public  information 
materials. 

Screening:  Two  intake  workers,  under  the  direct  supervision  of  the 
project  director,  will  screen  potential  participants.  As  caseloads 
begin  to  approach  capacity,  however,  one  of  the  intake  workers 
will  be  moved  to  a caseworker  position,  and  a single  worker  will 
continue  the  screening  process. 

Assessment:  Caseworkers  with  a minimum  of  a bachelor’s  degree 
will  assess  program  participants.  These  caseworkers  will  be  em- 
ployed by  the  PCA  and  will  be  supervised  by  two  supervisors  with 
masters’  degrees.  All  assessments  will  be  reviewed  by  a casework 
supervisor  and  the  nurse  practitioner.  When  further  health  care 
assessment  is  required,  the  nurse  practitioner  may  visit  the  client 
with  the  caseworker  or  recommend  an  appropriate  resource  for 
specialized  assessment.  Consultant  assessment  will  be  arranged 
through  the  service  management  supervisor. 

Case  Management:  Following  the  assessment  and  after  contacting 
all  client  relatives  and  acquaintances,  previous  service  providers, 
if  any,  and/or  others  who  might  offer  useful  information  for  care 
planning,  a caseworker  will  develop  a care  plan  for  the  client. 
(The  above  contacts  are  only  made  with  the  client’s  consent.)  The 
care  plan  will  be  reviewed  by  the  worker’s  supervisor  and  the  nurse 
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practitioner.  Then  the  worker  will  discuss  the  care  plan  with  the 
client,  obtain  client  consent,  and  initiate  service  arrangements. 

The  caseworker  will  monitor  the  care  plan  with  service  providers, 
the  client  and  family  members,  or  informal  resource  networks.  The 
project  will  develop  a process  to  facilitate  feedback  from  the  service 
provider  to  the  caseworker  following  the  initiation  of  service. 

Monitoring  and  Reassessment:  Caseworkers  will  monitor  the  progress 
of  their  clients,  contacting  them  at  least  once  each  month.  They  will 
reassess  clients  every  six  months,  and  determinations  will  undergo 
the  same  review  process  as  the  initial  assessments.  If  appropriate, 
however,  clients  may  be  reassessed  before  six  months  are  up. 

Services  Audit  and  Program  Review:  The  Philadelphia  Health  Man- 
agement Corporation  will  audit  services  and  review  the  program. 

Client  Caseload:  The  project  expects  to  serve  a caseload  of  between 
720  and  780  clients  for  which  the  ratio  of  clients  per  worker  is 
expected  to  range  between  60:1  and  65:1. 

Texas 


Introduction 

Through  the  passage  of  legislation  in  1979,  the  State  has  promoted 
new  alternate  care  services  and  committed  funds  to  develop  com- 
munity-based programs.  In  response,  the  Texas  Department  of 
Human  Resources,  the  Governor’s  Committee  on  Aging,  and  other 
State  agencies  working  in  the  long-term  care  network  are  increasing 
their  efforts  to  change  the  delivery  system.  The  Texas  Long-Term 
Care  Channeling  Demonstration  Project,  awarded  to  the  Texas  De- 
partment of  Human  Resources  in  1980,  represents  an  important 
step  in  this  direction. 

Long-Term  Care  Planning  Group 

The  State  long-term  care  planning  group  is  composed  of  agency 
commissioners  or  lead  executives  and  citizens  knowledgeable  about 
long-term  care.  Two  public  forums  were  held  in  July  1981  in  sup- 
port of  the  activities  of  the  group.  Participants  included  the  76  State 
delegates  to  the  White  House  Conference  on  Aging,  consumers, 
providers,  and  policymakers. 

Demonstration  Site 

Houston  is  the  site  which  will  demonstrate  channeling.  The 
administering  agency  is  the  Texas  Research  Institute  of  Mental 
Sciences  Gerontology  Center  (TRIMS).  TRIMS  is  a research,  train- 
ing, and  service  facility  of  the  Texas  Department  of  Mental  Health 
and  Mental  Retardation  located  in  the  Texas  Medical  Center.  The 
project’s  catchment  area  includes  the  Houston  central  business  dis- 
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trict  and  communities  to  the  west,  north,  and  south  of  the  business 
district.  The  area  includes  the  incorporated  community  of  Jacinto 
City.  Drawing  from  this,  catchment  area,  TRIMS  expects  to  have  a 
caseload  of  370  in  the  first  year. 

Project  Organization 

TRIMS  will  have  11  staff  members.  It  will  directly  employ  9 staff 
members  and  will  subcontract  to  hire  an  experienced  case  manager 
from  Sheltering  Arms,  a United  Way  agency,  and  a case  manager 
from  the  Houston  Department  of  Human  Resources  Regional  Office. 

Since  implementation  of  the  project  will  depend  upon  interagency 
collaboration,  TRIMS  has  established  a Management  Advisory  Board 
and  a Channeling  Operations  Group.  The  Advisory  Board  will  pro- 
vide input  and  review  decisions  pertaining  to  the  design  of  service 
procedures,  community  relations,  public  information  activities,  and 
interagency  agreements.  The  Operations  Group,  which  will  be  com- 
posed of  representatives  from  the  provider  agencies  serving  50  or 
more  project  clients,  will  convene  to  review  care  plans  and  complex 
cases. 

Channeling  Functions 

Outreach/Case  Finding 

The  project  will  conduct  case  finding  and  outreach  activities  to 
identify  a broad  spectrum  of  potential  clients,  reflecting  the  diverse 
population  of  the  catchment  area.  Referral  agreements  with  com- 
munity agencies  will  establish  multiple  access  points  to  identify 
potential  clients.  In  addition,  the  project  will  establish  linkages  with 
police,  medical  practitioners,  and  hospitals.  Where  possible,  the 
referring  agency  will  be  encouraged  to  confer  with  the  site  intake 
specialist  directly  so  that  the  agency  or  potential  clients  who 
contacted  the  project  directly  can  be  notified  of  acceptance  or 
rejection  from  the  project  without  unnecessary  delay. 

Screening 

Because  of  the  importance  of  the  screening  function,  one  staff 
member  will  devote  his  or  her  total  time  to  screening.  This  individ- 
ual will  be  located  at  TRIMS  Gerontology  Center,  which  will  serve 
as  the  screening  and  entry  point.  As  required  by  the  request  for 
proposal,  the  site  screening  staff  will  be  administratively  separate 
from  the  case  management  staff,  with  offices  in  a different  location. 
The  intake  specialist  will  receive  incoming  and  in-house  referrals 
of  potential  clients,  gather  and  record  background  information  on 
each  client  using  the  screening  instrument,  identify  control  and 
experimental  clients  on  a random  basis,  and  link  the  clients  appro- 
priately for  information  and  referral  to  the  project  or  to  other 
community  agencies. 
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Assessment 

A case  manager  or  a supervisor  on  the  channeling  staff  will  assess 
clients.  However,  in  a small  percentage  of  cases,  two  channeling 
staff  members  will  assess  a particular  client.  Situations  that  might 
warrant  this  include  cases  where  a married  couple  is  involved, 
where  the  client’s  environment  is  potentially  unsafe,  or  where 
specialized  consultations  are  necessary. 

Using  the  prescribed  assessment  instrument,  case  managers  will 
conduct  at  least  one  home  visit  or  in-person  visit  to  complete  the 
initial  assessment.  They  will  also  make  telephone  and  face-to-face 
contacts  to  obtain  more  detailed  information  to  complete  the  assess- 
ment. Signed  releases  of  information  will  be  requested  to  obtain 
any  appropriate  written  records  from  sources  of  medical  and/or 
psychiatric  treatment.  During  weekly  supervisory  conferences,  each 
case  manager  will  review  new  assessments  with  his/her  supervisor 
(nurse  or  supervising  counselor),  who  is  responsible  for  ensuring 
uniformity  in  the  assessment  procedures. 

Case  Management 

Working  with  the  providers,  the  case  manager  will  develop  a care 
plan  matching  available  resources  with  client  needs.  The  client 
and  involved  service  providers  must  consent  to  the  plan  before  it  is 
implemented.  With  the  written  consent  of  the  client,  a copy  of  the 
written  care  plan  will  be  shared  with  involved  providers  of  service 
and  discussed  with  the  informal  support  system  so  all  involved 
parties  understand  their  respective  relationships.  The  Houston  site 
will  ensure  that  the  record  forms  developed  for  clients  include  the 
eligibility  information  necessary  for  the  case  manager  to  negotiate 
public  program  services. 

Monitoring  and  Reassessment 

The  responsible  case  manager  will  monitor  service  delivery  and 
changing  circumstances  of  clients.  Some  cases  will  require  more 
intensive  follow-up,  particularly  as  services  are  first  initiated  or 
are  being  changed  for  any  particular  reasons.  Clients  with  a 
functioning  informal  support  system  will  need  more  routine  follow- 
up. All  project  clients  will  be  routinely  reassessed  at  least  every 
six  months.  The  timing  of  individual  reassessments  will  be  based 
on  the  individual’s  functional  status  or  significant  change  in  his  or 
her  living  environment. 

Services  Audit  and  Program  Review 

The  Houston  channeling  staff  will  cooperate  with  the  Department 
of  Human  Resources  and  the  Governor’s  Committee  on  Aging  to 
develop  standards  to  evaluate  project  activities  and  will  assist  the 
Program  Review  and  Evaluation  Division  in  evaluating  channeling 
activities  and  developing  plans  for  corrective  action. 
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Client  Caseload 


The  proposed,  average,  annual  caseload  for  the  Houston  channel- 
ing site  is  370.  Decisions  regarding  the  rate  of  intake,  average 
annual  caseload,  and  caseload  per  worker  are  based  on  information 
on  the  catchment  area,  anticipated  needs  of  multi-problem  channel- 
ing clients,  and  the  previous  service  experience  and  management 
data  of  the  proposed  channeling  agency  and  the  Texas  Department 
of  Human  Resources.  The  Houston  channeling  site  will  complete 
approximately  55  comprehensive  assessments  per  month  at  the 
beginning  of  the  project  and  27  per  month  once  the  full  caseload 
is  reached.  Each  of  the  case  managers  will  have  an  average  case- 
load of  70  clients,  and  the  supervisors  will  have  a caseload  of 
45  clients. 

Hawaii 

State  Contractor 

The  Governor  of  the  State  of  Hawaii  designated  the  State  Depart- 
ment of  Social  Services  and  Housing  as  the  lead  agency  for  the 
National  Long-Term  Care  Demonstration  Project.  Within  the  De- 
partment, The  Public  Welfare  Division  has  leadership  responsibility 
for  the  project.  The  Public  Welfare  Division  provides  two  major 
types  of  services:  1)  income  maintenance  and  economic  and  medical 
assistance  (including  the  Title  XIX  and  food  stamp  programs)  and 
2)  social  services  programs  (including  the  Title  XX  and  State-funded 
service  programs). 

At  the  State  level,  the  staff  includes  a project  administrator,  a 
planner,  and  assistance  from  the  Assistant  Public  Welfare  Adminis- 
trator. The  State  staff  will  assist  the  State  Long-Term  Care  Plan- 
ning group. 

Demonstration  Site 

The  Oahu  Branch,  Department  of  Social  Services  and  Housing, 
located  in  Honolulu,  is  responsible  for  administering  and  imple- 
menting the  community-based  project.  The  State  has  named  the 
program  Project  Malama.  Malama  is  a Hawaiian  word  meaning  to 
care  for,  to  keep,  to  preserve,  and  to  observe.  The  central  channel- 
ing unit,  or  Project  Malama,  will  function  as  part  of  the  Oahu  Branch 
Administration.  The  Oahu  Branch  has  units  in  the  catchment  area 
which  process  applications  for  money  payments,  food  stamps,  and 
Medicaid,  and  provide  services  to  recipients. 

The  project  organization  will  include  interdisciplinary  teams,  a 
project  director,  and  a project  coordinator.  The  teams  will  include 
nurses  and  social  workers.  Every  effort  will  be  made  to  have  the 
staff  of  Project  Malama  representative  of  Hawaii’s  multi-ethnic  and 
multi-lingual  population.  The  project  expects  to  have  a caseload  of 
475. 
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The  interdisciplinary  teams  will  administer  the  assessment  instru- 
ment. Specialists  from  the  medical,  psychological,  and  occupational 
and  physical  therapy  professions  will  assist  in  the  assessments  and 
participate  in  case  conferences  for  clients  with  complex  problems. 
The  assessment  team  will  review  each  client’s  assessment  to  iden- 
tify problems  and  establish  priorities  in  preparation  for  developing 
a care  plan.  The  project  recognizes  the  need  to  actively  involve  the 
client’s  family  and  informal  support  system  in  the  care  planning 
process. 

The  project  coordinator  will  be  primarily  responsible  for  coordi- 
nating the  assessment.  He  or  she  will  assign  cases  to  teams, 
maintain  a client  flow  chart,  review  cases  and  completed  forms,  and 
approve  requests  for  the  use  of  consultants. 

The  interdisciplinary  teams  will  monitor  and  reassess  cases. 
While  the  teams  will  reassess  clients  every  six  months,  reassess- 
ments may  be  conducted  more  often  based  on  significant  changes 
in  a client’s  functional  abilities  and  living  environment. 

Services  Audit  and  Program  Review 

The  Medical  Care  Administration  Services  of  the  Department  of 
Social  Services  and  Housing  will  audit  services  and  review  the 
program. 

Client  Caseload 

A client  caseload  of  475  is  projected  by  the  end  of  the  first  year. 

Maine 

Introduction 

DHHS  awarded  a contract  to  the  Maine  Department  of  Human 
Services  under  the  National  Long-Term  Care  Channeling  Demon- 
stration. The  Department  is  the  State’s  umbrella  agency  for  health 
and  social  service  programs  with  responsibility  for  administering 
the  Title  XIX  and  XX  programs  of  the  Social  Security  Act  and 
Title  III  of  the  Older  Americans  Act. 

The  Bureau  of  Maine’s  Elderly  within  the  State  Agency  on  Aging 
was  designated  by  the  Department  of  Human  Resources  as  the 
lead  agency  for  planning  and  implementation  at  the  State  level.  The 
Bureau  Director  has  the  overall  responsibility  for  contract  manage- 
ment. The  State-level  project  staff  consists  of  a program  manager, 
project  officer,  research  associate,  and  human  services  manager. 

Background 

Because  of  Maine’s  commitment  to  provide  a broad  mix  of  com- 
munity-based health  and  social  services,  the  Governor  convened 
a Task  Force  on  Long-Term  Care  for  Adults  in  October  of  1979  and 
appointed  key  government  officials,  consumers,  interested  citizens, 
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legislators,  health  care  providers,  and  advocacy  groups  to  it.  The 
task  force  met  in  subcommittees  and  working  groups  to  analyze 
long-term  care  issues.  The  report  of  the  task  force  was  published  in 
September  1980.  It  will  be  of  major  significance  to  the  work  of  the 
State  Long-Term  Care  Planning  Group. 

Long  Term  Care  Planning  Group 

The  State  has  established  two  distinct  (although  related)  planning 
groups.  The  State  Long-Term  Care  Planning  Group  will  consist  of 
Bureau  Directors  from  the  Department  of  Human  Services  and  the 
Department  of  Mental  Health  and  Corrections.  The  composition  of 
the  group  is  consistent  with  the  planning  and  decision-making 
structure  of  the  Department  and  represents  a concerted  effort  to 
integrate  long-range  planning  for  long-term  care  services  into  the 
mainstream  of  current  activities.  A second  group,  which  will  be 
directly  coordinated  with  the  first,  will  focus  specifically  on  the 
operational  aspects  of  the  long-term  care  channeling  contract. 
This  group  will  be  chaired  by  the  Director  of  the  Bureau  of  Maine’s 
Elderly.  Members  of  this  group  will  also  include  Bureau  Directors 
and  representatives  of  community  agencies  and  other  units  of  State 
government. 

Demonstration  Site 

The  local  community  demonstration  site  will  be  administered 
under  a subcontract  with  Southern  Maine  Senior  Citizens,  Inc.,  an 
area  agency  on  aging  in  Portland.  This  agency  is  a voluntary, 
non-profit  group  run  by  a citizen  board  of  directors.  The  catchment 
area  for  the  project  comprises  Cumberland  and  York  counties, 
which  represent  an  urban,  suburban,  and  rural  mix.  The  case- 
load will  be  approximately  500  clients.  The  anticipated  client-case 
manager  ratio  will  be  60  to  75  cases  per  individual  services  coordi- 
nator. 


Project  Organization 

The  Director  and  planner  of  Southern  Maine  Senior  Citizens,  Inc., 
will  provide  information  and  support  to  the  site.  The  site,  however, 
will  be  managed  by  a project  site  director,  who  will  be  accountable 
to  the  project  officer  in  the  Bureau  of  Maine’s  Elderly.  The  site 
director  will  be  responsible  for  community  education,  general  public 
relations,  the  establishment  and  monitoring  of  service  linkages  with 
providers,  and  the  supervision  of  the  two  community  service  co- 
ordinators. These  coordinators’  responsibilities  include  participat- 
ing in  the  development  and  implementation  of  policies  and  proce- 
dures for  coordinating  service  delivery  and  supervising  individual 
service  coordinators.  The  six  service  coordinators  will  represent 
an  interdisciplinary  team  with  backgrounds  in  nursing,  social  work, 
and  physical  or  occupational  therapy. 
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Site-level  activities  will  also  receive  input  from  a community-based 
advisory  committee,  Elders-at-Risk,  which  represents  more  than  30 
provider  and  planning  agencies,  as  well  as  from  older  persons  in 
the  region.  The  advisory  committee  will  meet  on  a regular  basis  to 
provide  community  input  into  the  development  and  operation  of  the 
project.  The  site  director  will  provide  staff  assistance  to  the  com- 
mittee. 


Channeling  Functions 

Outreach/Case  Finding 

The  project  has  identified  several  community  agencies,  hospitals, 
nursing  homes,  housing  authorities,  senior  citizen  centers,  and 
churches  as  potential  sources  of  referrals.  These  community  repre- 
sentatives will  be  encouraged  to  refer  potentially  eligible  clients 
to  agencies  that  will  screen  them.  In  addition,  to  ensure  that  the 
population  with  French  as  a first  language  is  familiar  with  the 
project,  bilingual  flyers  will  be  distributed  through  the  referral  net- 
work and  into  community  social  clubs  to  reach  potential  clients  and 
their  families. 


Screening 

Designated  staff  of  Southern  Maine  Senior  Citizens,  Inc.,  and 
intake  staff  of  provider  agencies  that  have  signed  a memorandum  of 
understanding  will  screen  potential  participants.  They  will  exercise 
special  care  to  inform  potential  clients  about  the  long-term  care 
demonstration  project  and  the  associated  requirements  for  knowl- 
edge sharing  (about  information  in  records)  and  to  obtain  their 
signed  consent  if  they  agree  to  participate.  The  screening  forms 
will  be  sent  to  the  research  associate  at  the  Bureau  of  Maine’s 
Elderly.  Once  the  forms  have  been  reviewed  by  the  research 
associate,  forms  of  those  clients  who  are  determined  to  be  in- 
appropriate for  the  project  will  be  set  aside.  The  research  associate 
will  randomly  assign  appropriate  clients  to  control  and  experimental 
groups.  The  research  associate  will  notify  referral  agencies  about 
eligibility  determinations.  The  agencies  will,  then  be  able  to  link 
those  clients  who  will  not  receive  channeling  services  with  the 
appropriate  services  in  the  community. 

Assessment 

The  community  service  coordinator  will  assign  clients  to  individ- 
ual services  coordinators  for  assessment,  care  planning,  and  all 
other  aspects  of  case  management.  The  individual  service  coordi- 
nators will  use  the  standardized  assessment  instrument  to  assess 
channeling  clients.  Professionals  who  are  not  a part  of  the  inter- 
disciplinary team  may  conduct  additional  specialized  assessments  in 
preparation  for  care  planning. 


Case  Management 

Community  service  coordinators  and  individual  service  coordi- 
nators will  hold  case  conferences  to  discuss  and  review  the  client’s 
assessment,  service  needs,  and  frequency  and  duration  of  service 
provision.  The  conferences  will  also  focus  on  the  selection  of 
provider  agencies,  considering  the  agencies’  staffing  patterns  and 
types  of  services  delivered. 

The  individual  service  coordinators  will  convene  a meeting  at 
which  the  client  and  a family  member  o’r  significant  other  person 
are  present,  as  are  representatives  of  one  or  more  provider  agencies. 
Goals  will  be  established  and  the  prescribed  services  identified.  The 
frequency  and  duration  of  these  services  will  be  discussed  and 
agreed  upon  and  the  expected  participation  of  family  members 
clearly  defined.  The  care  plans  will  be  shared  with  all  provider 
agencies  delivering  services  to  the  client. 

Monitoring  and  Reassessment 

The  individual  services  coordinators  will  periodically  contact 
clients  and  involved  provider  agencies.  The  agencies  will  re-evaluate 
and  renegotiate  services,  depending  upon  the  achievement  of  goals 
and  changing  client  functional  needs  and  home  environment.  Indi- 
vidual services  coordinators  will  conduct  formal  reassessments 
every  six  months. 

Services  Audit  and  Program  Review 

The  human  services  consultant,  a full  time  State  staff  employee, 
will  audit  services  and  review  the  program.  The  consultant  will  work 
with  the  State  Title  XIX  and  XX  agencies  to  develop  and  implement 
service  audit  and  program  review  activities  that  build  on,  expand, 
or  modify  existing  review  procedures. 

Client  Caseload 

The  caseload  is  expected  to  be  approximately  500  clients.  The 
anticipated  client-case  manager  ratio  will  be  60  to  75  cases  per 
individual  service  coordinator. 

Kentucky 

The  Kentucky  Department  for  Human  Resources  has  been 
awarded  a contract  to  conduct  a demonstration  under  the  National 
Long-Term  Care  Demonstration  Program.  This  department,  an  um- 
brella agency  responsible  for  all  human  services  throughout  the 
State,  is  mandated  by  State  statutes  to  develop,  implement,  regulate, 
and  administer  Kentucky’s  long-term  care  program.  In  this  regard, 
the  Department  delegates  long-term  care  functions  to  its  various 
bureaus  and  offices. 
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The  channeling  project  has  a strong  commitment  from  the  Secre- 
tary for  Human  Resources  for  full  financial  and  administrative  sup- 
port. The  State  project  director  also  serves  as  the  Director  of 
Planning  within  the  Office  of  the  Secretary  of  the  Department  for 
Human  Resources,  and  therefore  reports  directly  to  the  Secretary. 
The  channeling  agency  is  a special  unit  of  State  government  made 
up  of  staff  directly  employed  by  the  Bureau  for  Social  Services, 
Bureau  for  Social  Insurance,  and  Bureau  for  Health  Services.  For 
the  purposes  of  the  demonstration,  this  unit  and  its  personnel  will 
be  directly  responsible  to  the  State  project  director. 

The  channeling  unit  will  pool  the  combined  resources  and 
experiences  of  the  State  service  agencies.  The  Bureaus  for  Social 
Services  and  Health  Services  have  statutory  responsibilities  for 
providing  social  services  and  health  services  to  the  State’s  citizens. 
A registered  nurse  will  conduct  comprehensive  patient  assessments. 
The  Bureau  for  Social  Insurance  will  provide  an  eligibility  worker 
who  will  provide  the  technical  expertise  necessary  for  eligibility 
determinations.  A further  indication  of  State  commitment  is  that  the 
Bureau  for  Social  Services  is  committed  to  match  the  $250,000  in 
services  expansion  funds  which  the  local  site  will  receive  under  the 
demonstration. 

Eastern  Kentucky,  consisting  of  eight  counties,  comprises  the 
local  demonstration  site.  These  counties  are  Jackson,  Laurel,  Clay, 
Harlan,  Leslie,  Perry,  Knot,  and  Letcher  Counties. 

Long-Term  Care  Planning  Group 

The  State  Long-Term  Care  Planning  Group,  which  consists  of  20 
members,  is  made  up  of  key  State  policymakers  and  is  chaired  by 
the  Secretary  of  the  Department  for  Human  Resources.  Several 
subcommittees  have  been  established  to  work  with  project  and 
department  staff  in  preparing  reports  for  the  planning  group.  The 
reports  are  designed  to  be  the  building  blocks  of  the  State  plan. 
The  planning  group  is  expected  to  continue  as  an  advisory  group 
to  the  Secretary  for  Human  Resources  and  as  long-term  care  advo- 
cates beyond  the  completion  of  the  State  long-term  care  plan. 

Local  Project 

The  local  project  will  be  administered  by  a site  director  who  will 
be  directly  accountable  for  the  performance  of  all  channeling  func- 
tions and  will  be  responsible  to  the  State  project  director.  The  site 
director,  assistant  director,  screening  staff,  and  core  channeling 
team  will  be  centrally  located  for  the  convenience  of  the  eight 
counties.  A Long-Term  Care  Advisory  Council  will  be  established 
to  assist  the  local  site.  This  council  will  consist  of  service  providers, 
provider  agency  board  members,  service  recipients,  and  related 
sources  who  represent  the  geographical  areas  served.  The  chair- 
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person  of  the  council  will  also  serve  on  the  State  planning  group 
to  provide  an  appropriate  link  with  the  State  planning  effort. 

Channeling  Functions 

Screening 

The  screening  unit,  which  will  be  administratively  separate  from 
the  other  functions  of  the  project,  will  be  located  at  the  Frontier 
Nursing  Service  in  Hyden,  Kentucky.  Referrals  will  be  received  on 
a toll-free  telephone  line.  The  unit  will  be  staffed  by  social  workers 
with  bachelors’  degrees  who  have  experience  in  working  with  long- 
term care  clients. 

The  screeners  are  expected  to  travel  extensively  in  the  early 
months  of  the  project  to  identify  and  cultivate  relationships  with 
various  agencies,  organizations,  and  other  potential  referral  sources 
within  the  catchment  area.  Once  the  project  begins  to  accept  refer- 
rals, screening  will  be  completed  mostly  by  phone.  However,  in 
cases  where  clients  have  no  access  to  a telephone,  a face-to-face 
interview  may  be  necessary.  All  referrals  will  be  processed  through 
the  screening  unit- prior  to  any  action  by  the  channeling  staff.  The 
screening  staff  will  work  with  the  evaluation  and  technical  assistance 
contractors  who  will  provide  guidance  on  the  use  of  the  screening 
instrument.  Clients  can  be  screened  within  one  working  day  after 
referral.  The  local  site  director  will  supervise  and  monitor  the 
screening. 

Assessment 

The  channeling  unit  will  consist  of  two  components:  a core  team, 
including  a registered  nurse  and  an  eligibility  worker  (from  the 
Bureau  for  Social  Insurance)  and  eight  county-based  caseworkers 
(one  in  each  county). 

Upon  receipt  of  the  intake  screening  document,  the  caseworker 
will  schedule  a face-to-face  meeting  with  the  client  to  discuss  the 
purpose  of  the  project.  If  the  client  agrees  to  participate,  he  or  she 
will  sign  a consent  form,  allowing  the  caseworker  to  obtain  and 
share  specific  information  with  service  provider  agencies.  The 
caseworker  will  complete  the  standard  assessment  and  any  add-on 
assessment  information  which  is  approved  by  the  Department  of 
Health  and  Human  Services.  Finally,  he  or  she  will  interview  family 
members  or  service  provider  agencies  if  appropriate. 

When  completed,  the  assessment  will  be  transmitted  to  the  core 
channeling  unit  via  telecopier.  The  nurse  will  review  the  client 
assessment  for  health  needs  and  participate  with  the  caseworker  in 
care  planning  to  ensure  consideration  of  health  and  social  needs. 
The  eligibility  worker  will  review  the  assessment  to  determine  if  the 
individual  is  in  need  of  and  eligible  for  public  benefit  programs. 

The  assistant  director  will  supervise  the  assessment  function. 
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Case  Management 

The  county  caseworker  will  be  responsible  for  case  management. 
However,  the  core  team  will  provide  direct  assistance  and,  in  some 
instances,  will  be  the  key  broker  for  specific  service  needs. 

The  caseworker,  in  concert  with  the  client  or  responsible  person, 
will  review  the  service  plan.  The  parties  will  negotiate  an  agree- 
ment and,  based  upon  that  agreement,  the  case  manager  will 
implement  the  service  plan. 

A system  of  county  case  conferences  will  be  scheduled  when 
multiple  services  needs  are  identified.  These  conferences  will  assist 
the  case  manager  in  implementing  the  plan  and  will  be  used  con- 
sistently throughout  the  case. 

County  caseworkers  who  complete  the  assessments  and  manage 
the  cases  will  be  social  workers  with  bachelors’  degrees  or  masters’ 
degrees  and  community-based  experience.  Both  the  channeling 
assessment  and  case  management  functions  will  be  decentralized. 
Case  managers  will  be  located  in  each  county  Bureau  for  Social 
Services  office  to  be  accessible  to  the  target  population.  To  facili- 
tate communications,  telecopiers  will  be  used  to  transmit  informa- 
tion to  and  from  caseworkers  and  the  central  location. 


Reassessment  and  Monitoring 

Monitoring  the  status  of  the  client  and  the  effectiveness  of  the 
care  plan  will  be  addressed  in  detail  in  a manual  of  operation.  The 
caseworker  and  the  core  channeling  team  will  reassess  clients  no 
less  than  every  six  months.  Criteria  will  be  developed  to  determine 
when  a client  needs  to  be  assessed  prior  to  the  six  month  mandatory 
interval. 


Service  Audit  and  Program  Review 

The  Kentucky  Peer  Review  Organization  will  audit  services  and 
review  the  program. 

Project  Implementation  Subgroup,  composed  of  representatives 
from  the  State’s  Division  for  Field  Services,  will  develop  a manual 
of  operation  which  will  provide  direct  assistance  to  the  State  and 
the  site  director  in  developing  policies  and  procedures  to  implement 
the  project. 


Caseload 

The  Kentucky  Department  for  Human  Resources  expects  to  serve 
a caseload  of  600  clients  through  this  demonstration  project.  The 
anticipated  ratio  of  clients  to  case  managers  will  be  75:1. 
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Maryland 


State  Contractor 

DHHS  awarded  a contract  to  the  Maryland  Office  on  Aging  to 
conduct  a demonstration  under  the  National  Long-Term  Care  Dem- 
onstration Program.  A five  member,  State  Long-Term  Care  Planning 
Group  has  been  established  to  serve  as  the  major  policymaking 
group  for  Maryland’s  channeling  project.  In  this  regard,  the  Plan- 
ning Group,  which  meets  monthly,  will  develop  the  State  long-term 
care  plan. 

The  Planning  Group,  chaired  by  the  Director  of  the  Office  on 
Aging,  consists  of  high  level  policymakers  from  the  Departments 
of  Health  and  Mental  Hygiene,  Human  Resources,  and  Budget  and 
Fiscal  Planning,  and  the  Governor’s  office. 

A project  manager,  planner,  and  community  liaison  representative 
compose  the  staff  at  the  State  level.  In  addition,  a State  advisory 
group  has  been  proposed,  which  would  consist  of  representatives 
from  both  private  and  public  agencies  throughout  the  State,  as  well 
as  consumers. 

The  Office  on  Aging  is  subcontracting  with  the  Baltimore  City 
Commission  on  Aging  and  Retirement  Education  (CARE)  to  imple- 
ment the  demonstration  at  the  local  level.  CARE,  an  umbrella 
agency,  has  given  the  responsibility  of  administering  the  project  to 
the  Baltimore  Area  Agency  on  Aging  (AAA),  the  planning  and  co- 
ordinating arm  of  CARE.  The  site  location  is  the  city  of  Baltimore. 

Channeling  Project  Organization 

The  channeling  project  director  and  the  assistant  director  will 
share  administrative  functions.  The  director  will  be  responsible 
for  the  overall  supervision  of  the  assessment  and  case  management 
functions.  The  assistant  director  will  supervise  the  case  finding  and 
screening  functions. 

The  project  director  will  report  directly  to  the  director  of  the 
area  agency. 

Channeling  unit  staff  will  include  four  screeners,  two  nurses,  and 
two  social  workers.  The  case  management  functions,  which  will  be 
decentralized,  will  be  provided  by  three  agencies  under  contract 
to  the  area  agency. 

The  channeling  project  will  build  upon  the  CARE/AAA  existing 
Coordinated  In-Home  Services  Unit,  which  currently  offers  the  fol- 
lowing services  to  elderly  individuals:  intake,  screening,  and  referral 
to  one  of  the  14  participating  health  and  social  services  provider 
agencies. 

The  Coordinated  In-Home  Services  Unit  will  become  the  channel- 
ing agency,  adding  new  responsibilities  to  its  current  ones.  Under 
the  new  model,  the  unit  will  perform  comprehensive  assessments 
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using  the  standard  assessment  instrument  to  be  designed  for  the 
demonstration  program. 

An  existing  advisory  committee  will  be  expanded  to  become  the 
channeling  agency  advisory  body.  It  will  be  composed  of  agency 
directors,  provider  staff,  community  leaders,  and  consumers. 

Channeling  Functions 

Outreach/Case  Finding 

The  area  agency  will  launch  an  intensive  effort  to  inform  the 
Baltimore  community  about  the  channeling  project  to  stimulate 
appropriate  referrals.  Such  efforts  will  include  meeting  with  special 
interest  groups,  advertising,  and  informing  local  decision-makers 
of  the  project’s  progress. 


Screening 

Intake  workers  who  currently  screen  potential  clients  in  the  exist- 
ing Coordinated  In-Home  Services  Unit  will  continue  to  do  so.  An 
additional  screener  will  be  added  to  accommodate  channeling 
referrals. 


Assessment 

Either  a nurse  or  a social  worker  will  assess  clients  in  their  homes. 
The  completed  assessment  will  be  reviewed  by  the  opposite  mem- 
ber of  the  nurse/social  worker  team.  If  additional  consultant  exper- 
tise is  needed,  it  will  be  obtained. 

Case  Management 

After  the  assessment,  those  individuals  accepted  for  channeling 
services  will  be  assigned  to  a case  manager.  The  decentralized 
case  management  functions  will  be  provided  by  one  of  three  agen- 
cies: the  Baltimore  City  Department  of  Social  Services  (local  depart- 
ment of  the  State  agency  responsible  for  Title  XX  funds),  the  Visiting 
Nurse  Association  (VNA),  or  the  Baltimore  Jewish  Family  and  Chil- 
dren’s Society.  These  are  well-established  professional  agencies 
that  together  represent  social/health  and  public/private  back- 
grounds. 

Case  managers  will  be  hired  and  housed  by  these  three  agencies, 
although  administrative  accountability  of  case  management  staff 
will  be  to  the  channeling  director  and  advisory  body.  Case  managers 
will  be  either  nurses  or  social  workers  and  they  will  serve  only 
channeling  clients. 

Monitoring  and  Reassessment 

Case  managers  are  expected  to  continually  monitor  the  services 
and  client  response.  They  will  reassess  clients  at  least  every  six 


months.  Criteria  for  conducting  reassessments  prior  to  the  six 
month  required  interval  include  the  following: 

• The  client’s  needs  are  multiple,  but  one  or  more  may  be  of 
short  duration. 

• The  client’s  health  is  deteriorating. 

• The  provider  agency  recommends  reassessment  and  possible 
revision  of  the  care  plan. 

• The  client’s  services  are  altered  due  to  change  in  his/her 
situation. 


Services  Audit  and  Program  Review 
The  University  of  Maryland’s  Department  of  Epidemiology  and 
Preventive  Medicine  will  audit  services  and  review  the  program. 

Client  Caseload 

An  active  caseload  of  400  clients  will  be  served  through  this 
project.  The  ratio  of  clients  to  case  managers  will  be  40:1. 

Florida 


State  Contractor 

The  contracting  agency  for  the  National  Long-Term  Care  Demon- 
stration Project  in  Florida  is  the  Department  of  Health  and  Rehabili- 
tative Services,  within  which  the  Aging  and  Adult  Services  Program 
Office  manages  the  project. 

A special  channeling  team,  responsible  to  the  Director  of  the 
Aging  and  Adult  Services  Program  Office,  administers  the  Long- 
Term  Care  Demonstration  project.  The  team  consists  of  a director, 
two  professional  people,  and  a staff  assistant.  It  assists  the  inter- 
agency State  Long-Term  Care  Planning  Group  in  formulating  a 
Florida  Long-Term  Care  Plan.  It  also  provides  advice,  oversight, 
and  supervision  to  the  local  channeling  site  in  Miami. 

Responsibility  for  the  overall  management  and  for  most  of  the 
core  functions  of  the  local  site  channeling  project  is  in  the  hands 
of  the  Miami  Jewish  Home  and  Hospital  for  the  Aged  (MJHHA)  at 
Douglas  Gardens. 

Channeling  Functions 

Outreach/Case  Finding 

Most  of  the  core  channeling  functions  will  be  centralized  in 
MJHHA.  However,  MJHHA  will  often  enlist  the  assistance  and  co- 
operation of  several  community  health  and  social  service  agencies 
in  carrying  out  the  project.  For  example,  the  initial  outreach  and 
case  finding  function  is  lodged  with  MJHHA,  but  this  effort  will  be 
coordinated  among  a wide  range  of  community  groups  and  organi- 
zations. 
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Screening 

The  screening  process  will  be  delegated  to  United  Community 
Care,  an  independent,  non-profit  agency  currently  identified  by  the 
area  agency  on  aging  and  Florida’s  Department  of  Health  and 
Rehabilitative  Services  as  the  lead  agency  in  the  State’s  Community 
Care  for  the  Elderly  Program  (CCE).  Two  specialists  will  screen 
applicants. 


Assessment,  Case  Management,  Reassessment 

The  key  assessment,  case  management,  and  reassessment  func- 
tions are  the  responsibility  of  MJHHA.  Two  people  will  administer 
the  comprehensive  assessment  instrument,  and  their  work  will  be 
reviewed  by  a channeling  council  composed  of  senior  officials  of 
MJHHA.  Eight  people,  headed  by  a supervisor,  will  manage  the 
cases. 

Services  Audit  and  Program  Review 

The  Dade-Monroe  PSRO,  in  conjunction  with  the  Stein  Geronto- 
logical Institute  (a  component  of  MJHHA),  will  audit  services  and 
review  the  program. 

Client  Caseload 

The  expected  caseload  for  the  Florida  channeling  project  is  400 
clients,  an  average  of  50  clients  per  case  manager. 

Massachusetts 

State  Contractor 

The  contracting  agency  for  the  National  Long-Term  Care  Demon- 
stration Project  in  Massachusetts  is  the  Department  of  Elder  Affairs. 
This  Department  is  both  a cabinet-level  secretariat  and  a State 
agency  responsible  for  program  development,  planning,  and  advo- 
cacy on  behalf  of  the  State’s  elderly  population.  The  Department 
also  coordinates  various  funding  resources  to  provide  services  to 
the  elderly,  including  Title  III  of  the  Older  Americans  Act  and 
Title  XX  of  the  Social  Security  Act.  To  plan  and  manage  the 
project,  the  Department  is  collaborating  with  the  Department  of 
Public  Welfare. 

In  addition  to  the  Department  of  Elder  Affairs  and  the  Depart- 
ment of  Public  Welfare,  there  are  seven  other  major  departments 
which  play  a role  in  developing,  operating,  regulating,  and/or  financ- 
ing services  for  the  chronically  ill  and  disabled  elderly  population: 
Department  of  Public  Health,  Department  of  Mental  Health,  Depart- 
ment of  Social  Services,  Commission  for  the  Blind,  Rehabilitation 
Commission,  Rate-Setting  Commission,  and  the  Executive  Office  of 
Communities  and  Development. 
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The  Governor  has  designated  a task  force  to  develop  a State 
long-term  care  plan.  The  task  force  comprises  representatives  of 
the  State  agencies  involved  in  long-term  care,  the  legislative  com- 
mittees, and  the  various  Federal  funding  sources.  Consumer  and 
provider  input  will  be  solicited  at  two  public  forums  which  will  be 
held  during  the  planning  phase  of  the  project. 

Channeling  Project  Organization 

Greater  Lynn  Senior  Services,  Inc.  (GLSS),  will  be  the  subcon- 
tractor for  site  activities.  GLSS  is  a private,  non-profit  corporation 
which  currently  offers  a variety  of  services  for  persons  age  60  and 
over.  It  is  the  area  agency  on  aging  (Title  III),  a home  care  corpora- 
tion (Title  XX),  and  a multi-service  center  offering  14  different 
services.  The  agency  has  established  working  relationships  with 
the  two  local  hospitals,  the  home  health  agency,  the  nursing  homes, 
the  mental  health  center,  and  the  Councils  on  Aging.  The  Depart- 
ment of  Public  Welfare  has  established  a nursing  home  preplace- 
ment screening  program  called  the  case  management  screening 
project  (CMSP)  in  the  area. 

As  the  subcontracting  agency,  GLSS  will  implement  an  outreach, 
referral,  and  screening  system  to  identify  channeling  clients.  GLSS 
will  also  employ  direct  service  staff  who  will  provide  comprehensive 
assessment,  case  management,  monitoring,  and  reassessment  of 
clients.  The  staff  will  have  direct  access  to  certain  services  (home- 
maker, chore,  transportation,  day  care,  mental  health  counseling) 
and  negotiated  access  to  home  health,  acute  health,  and  housing 
services. 

The  above-mentioned  preplacement  program  of  the  Department 
of  Public  Welfare  will  also  play  a role  in  the  demonstration  project. 
Through  a State-level,  interagency  agreement  with  the  Department 
of  Elder  Affairs,  the  Department  of  Public  Welfare’s  CMSP  staff 
will  be  available  to  the  project  to  approve  or  deny  levels  of  care  for 
Medicaid-eligible,  channeling  clients  who  may  need  to  enter  a 
long-term  care  facility.  Additionally,  the  role  of  the  CMSP  staff  will 
be  expanded  to  include  approval  or  denial  of  community-based  and 
in-home  services  for  Medicaid-eligible,  channeling  clients. 

Channeling  Functions 

Outreach/Case  Finding 

The  overall  responsibility  for  performing  the  outreach  and  case 
finding  functions  will  belong  to  GLSS,  which  now  has  an  outreach 
component  of  10  outreach  workers  and  a supervisor.  Area  health 
and  social  service  agencies  will  also  perform  outreach  and  case 
finding.  Such  agencies  include  the  five  Councils  on  Aging  in  the 
GLSS  service  area,  the  area  agency  advisory  council,  local  senior 
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centers,  the  mental  health  center,  the  Visiting  Nurse  Association, 
and  area  hospitals. 


Screening 

An  information  and  referral/ intake  specialist  from  GLSS  will 
screen  project  applicants.  In  addition,  a CMSP  nurse  from  the 
Department  of  Public  Welfare  will  screen  Medicaid-eligible  clients 
to  determine  appropriateness  for  the  channeling  project. 

Assessment,  Case  Management,  and  Reassessment 

The  key  assessment,  case  management,  and  reassessment  func- 
tions will  be  carried  out  by  seven  case  managers  using  a prescribed 
assessment  instrument.  Once  the  assessment  is  completed,  the 
case  manager  and  supervisor  will  develop  an  initial  care  plan.  For 
Medicaid-eligible  channeling  clients,  the  supervisor  and  case  man- 
ager will  be  joined  by  the  CMSP  nurse  for  a review  of  the  assess- 
ment and  development  of  the  care  plan.  These  same  case  managers 
who  completed  the  client  assessments  will  continue  on  with  the 
client  in  the  case  management  function. 

Services  Audit  and  Program  Review 

The  services  audit  and  program  review  functions  will  be  per- 
formed by  an  external  cost  and  quality  control  audit  team  composed 
of  staff  from  the  Departments  of  Elder  Affairs,  Public  Welfare,  Public 
Health,  and  the  Rate-Setting  Commission. 

Client  Caseload 

The  expected  client  caseload  is  450  clients.  Seven  case  managers 
will  serve  an  average  of  65  clients  each. 

New  Jersey 

State  Contractor 

The  contracting  agency  for  the  National  Long-Term  Care  Demon- 
stration Project  in  New  Jersey  is  the  Department  of  Human  Services. 
This  Department  is  New  Jersey’s  major  umbrella  health  and  social 
service  agency,  responsible  for  Medicaid,  public  assistance,  child 
welfare,  mental  health,  the  mentally  retarded,  energy  assistance,  and 
a host  of  smaller  related  programs.  Two  other  programs  vital  to  the 
contract,  Title  III  of  the  Older  Americans  Act  and  State  Health 
System  Planning,  are  located  respectively  in  the  Department  of 
Community  Affairs  and  the  Department  of  Health. 

To  administer  the  project,  the  Department  of  Human  Services  has 
created  an  Office  of  Long-Term  Care  Initiatives,  staffed  by  a senior- 
level  director,  two  project  specialists,  and  one  support  specialist. 
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As  part  of  the  State-level  functions  under  the  project,  a 55  member 
planning  group  is  developing  a State  Long-Term  Care  Plan.  The 
members  of  this  body,  all  appointed  by  the  Governor,  are,  by  design, 
predominantly  policymakers.  The  public  at  large  may  contribute 
through  five  public  forums,  to  be  held  in  each  of  the  State’s  health 
systems  agency  (HSA)  areas.  Leadership  of  the  group  is  shared  by 
the  Department  of  Human  Services  with  the  Departments  of  Health 
and  of  Community  Affairs  to  underscore  the  interagency  cooperation 
necessary  to  plan  and  implement  long-term  care  policy  in  New 
Jersey. 


Channeling  Project  Organization 

Overall  managment  of  the  local  site  channeling  project  is  the 
responsibility  of  the  Middlesex  County  Department  of  Human 
Services,  operating  under  subcontract  to  the  New  Jersey  Depart- 
ment of  Human  Services.  Within  the  County  Department,  a distinct 
Central  Administrative  Unit  will  be  established  to  administer  the 
subcontract.  This  unit  will  carry  out  several  functions:  management, 
planning,  consultation  and  education,  coordination,  contract  admin- 
istration, and  data  collection. 

While  the  County  Department  of  Human  Services  will  exercise 
management  and  oversight  functions,  it  will  rely  on  a series  of 
second-tier  subcontracts  with  other  local  agencies  for  the  per- 
formance of  core  channeling  functions,  that  is,  providing  help  and 
service  to  the  functionally  impaired  client. 

Channeling  Functions 

Outreach/Case  Finding 

As  mentioned  earlier,  various  county  and  community  agencies  will 
provide  the  different  channeling  services.  The  tasks  of  outreach 
and  case  finding  are  assigned  to  area  health  and  social  service 
agencies,  with  the  channeling  project  unit  in  the  County  Department 
of  Human  Services  (in  particular,  the  consultation  and  education 
specialist)  responsible  for  gearing  these  efforts  to  reach  isolated 
and  often  overlooked  clients. 


Screening 

Screening  will  probably  be  performed  by  the  Local  Medical 
Assistance  Unit  (LMAU)  of  the  New  Jersey  Division  of  Medical 
Assistance  and  Health  Services,  the  State  agency  that  authorizes, 
through  assessment,  the  provision  of  certain  health  and  medical 
services  to  persons  eligible  for  the  State  Medicaid  program.  The 
LMAU  will  provide  a separate  three  or  four  person  unit  composed  of 
a social  worker,  one  or  two  social  work  aides,  and  a clerk  to  perform 
the  screening  function  for  potential  channeling  clients. 
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Assessment,  Case  Management,  and  Reassessment 
The  Middlesex  County  Visiting  Nurse  Association  (VNA)  will  carry 
out  the  key  assessment,  case  management,  and  reassessment  func- 
tions. A separate  unit  in  the  VNA  will  be  established  to  perform 
these  functions.  The  assessment  instrument  will  be  administered 
by  five  social  workers  and  five  nurses.  These  same  10  individuals 
will  also  function  as  case  managers — not  in  teams — being  rede- 
ployed as  necessary  to  meet  intake  and  caseload  requirements. 
Generally,  the  individuals  who  complete  the  client  assessment  will 
not  assume  case  management  responsibility  for  the  same  client. 
The  remainder  of  the  channeling  staff  at  the  VNA  will  consist  of  a 
program  director,  an  assessment  and  case  management  supervisor, 
and  four  clerical  workers. 

Services  Audit  and  Program  Review 
Staff  of  the  Central  Jersey  Health  Planning  Council  will  audit 
services  and  review  the  program  at  appropriate  intervals. 

Client  Caseload 

The  expected  caseload  for  the  New  Jersey  Channeling  Project  is 
700  to  800  clients.  Eight  to  nine  case  managers  will  be  serving 
an  average  of  90  clients  each. 

New  York 


State  Contractor 

The  contracting  agency  for  the  National  Long-Term  Care  Demon- 
stration Project  in  the  State  of  New  York  is  the  Office  for  the  Aging, 
the  single  State  agency  that  administers  programs  under  the  Older 
Americans  Act,  in  addition  to  administering  several  State-funded 
programs.  Two  other  programs  essential  to  the  project,  Title  XIX 
(Medicaid)  and  Title  XX,  are  both  located  in  the  Department  of 
Social  Services. 

There  are  five  other  State  agencies  that  provide  a wide  range 
of  services  for  the  elderly  and  chronically  impaired:  the  Office  of 
Health  Systems  Management,  the  Office  of  Mental  Health,  the 
Office  of  Mental  Retardation  and  Development  Disabilities,  the  Health 
Planning  Commission,  and  the  Council  on  Home  Care  Services. 

In  addition  to  the  demonstration  project,  the  channeling  award  to 
the  Office  for  the  Aging  includes  a long-term  care  system  develop- 
ment component.  The  State  Health  Planning  Commission,  in  coop- 
eration with  the  Office  for  the  Aging,  has  responsibility  for  carrying 
out  activities  under  this  component  and  developing  a State  long- 
term care  plan. 

To  carry  out  system  development  tasks,  an  interagency  long-term 
care  planning  group  has  been  created,  composed  of  the  directors 
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or  deputy  directors  of  the  eight  major  State  agencies  involved  in 
long-term  care.  The  Director  of  the  Office  for  the  Aging  and  the 
Executive  Director  of  the  Health  Planning  Commission  serve  as 
co-chairperson.  A major  purpose  of  the  planning  group  is  to  focus 
its  attention  on  the  delineation  and  development  of  interagency 
efforts  to  coordinate  and  manage  long-term  care  resources.  Con- 
clusions and  recommendations  of  the  planning  group  will  be 
integrated  into  New  York  State’s  long-term  care  plan. 

The  public  at  large  will  have  an  opportunity  for  input  in  the 
development  of  the  plan  through  at  least  two  public  forums  to  be 
held  during  the  planning  phase  of  the  project. 

Channeling  Project  Organization 

The  Rensselaer  County  Department  for  the  Aging  will  operate  the 
channeling  project  at  the  site  level.  Within  the  Department  for  the 
Aging,  the  project  will  become  an  additional  division  comparable 
to  the  two  existing  Divisions  of  Services  and  Nutrition.  This  division 
will  focus  on  solutions  to  service  delivery  problems  in  the  long- 
term care  system.  The  project  director  will  report  to  the  Commis- 
sioner of  the  Department,  who  in  turn  reports  directly  to  the  County 
Executive. 

The  Department,  through  its  existing  Division  of  Services,  will 
screen  people  who  may  need  long-term  care  services  and  will  pro- 
vide uniform  assessment  and  case  management  for  persons  appro- 
priate for  channeling.  The  services  of  all  three  divisions  within  the 
Department  will  be  closely  coordinated. 

Channeling  Functions 

Outreach/Case  Finding 

The  tasks  of  outreach  and  case  finding  will  be  a function  of  the 
Division  of  Services  Screening  Unit,  working  with  the  general 
community  and  the  existing  service  delivery  network.  The  Unit  will 
maintain  contact  with  such  community  resources  as  churches,  fra- 
ternal orders,  local  organizations,  neighborhood  groups,  etc.  Formal 
linkages  will  be  established  with  a wide  range  of  health  care  and 
social  service  providers  and  organizations.  To  encourage  community 
involvement,  project  staff  will  undertake  media  and  public  education 
efforts. 

Screening 

The  Division  of  Services  will  screen  applicants  using  existing 
information  and  referral  (l&R)  staff  throughout  the  network  of  six 
senior  service  and  nutrition  centers  in  the  county.  The  central  l&R 
unit  (consisting  of  the  l&R  assistant,  the  program  supervisor  of  l&R 
services,  and  the  “project  alert”  staff  person)  will  oversee  the 
screening  activities.  In  addition  to  conducting  screenings,  the  cen- 
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tral  unit  will  serve  as  the  conduit  through  which  the  six  centers 
forward  their  screenings. 

Assessment 

Seven  teams,  each  consisting  of  one  case  manager  and  one  case 
aide,  under  the  coordination  of  the  senior  case  manager,  will  assess 
clients.  Two  registered  nurses  will  administer  the  physical  health 
and  Activities  of  Daily  Living  (ADL)  sections  of  the  assessment 
instrument.  Staff  of  the  County  Department  of  Social  Services  will 
be  transferred  to  the  channeling  project  to  fill  some  of  the  case 
manager  positions. 

Case  Management 

The  case  management  function  will  also  use  a team  approach, 
each  team  consisting  of  the  same  case  manager  and  case  aide  who 
initially  assessed  the  client.  The  nurse  will  serve  in  a consultative 
role  in  case  management.  Formal  procedural  linkages  will  be 
established  between  the  Department  of  Social  Services  Medicaid 
unit  and  the  case  managers.  In  cases  where  the  client  is  Medicaid- 
eligible  and  the  plan  of  care  indicates  a cost  for  home-based 
services  over  the  average  cost  of  nursing  home  care,  the  case  will 
be  referred  to  the  Medicaid  unit  for  authorization. 

Reassessment  and  Monitoring 

Case  managers  and  case  aides  will  periodically  visit  the  clients’ 
homes  to  assess  their  case.  Reassessments  will  be  performed  at 
six  month  intervals  by  the  same  teams  who  performed  the  assess- 
ments. 


Services  Audit  and  Program  Review 
An  outside  contractor  will  audit  services  and  review  the  program 
at  appropriate  intervals. 

Client  Caseload 

The  expected  caseload  is  600  clients.  Of  the  seven  case  man- 
agers, four  will  serve  an  average  of  75  clients  in  the  rural  areas,  and 
three  will  serve  100  clients  in  the  urban  areas. 


Ohio 


State  Contractor 

The  Ohio  Commission  on  Aging,  awarded  a contract  under  the 
National  Long-Term  Care  Demonstration  Program,  is  a cabinet-level 
commission  that  advocates  the  interests  of  older  people  and  admin- 
isters social  services  under  the  Older  Americans  Act,  as  well  as 
administering  other  State-funded  programs. 
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The  contractor  is  primarily  responsible  for  developing  a coordi- 
nated long-term  care  plan  and  policy  recommendations,  involving 
all  State  departments  that  provide  services  for  the  chronically  im- 
paired, older  person.  The  State  long-term  care  planning  group, 
sponsored  by  the  Commission  on  Aging,  will  develop  information 
about  both  institutional-based  and  home/community-based  services 
at  the  county  level,  to  identify  unmet  needs  and  types  of  services 
required.  The  committee  will  also  evaluate  coordination  among 
State  agencies  that  plan  long-term  care  services  and  will  develop 
a strategy  for  improving  the  coordination  of  resources  at  the  State 
level. 

The  State  does  not  plan  to  perform  the  research  and  demonstra- 
tion project  itself.  The  actual  demonstration  will  be  carried  out  in 
Cuyahoga  County.  The  demonstration  is  primarily  the  responsibility 
of  the  Western  Reserve  Area  Agency  on  Aging  (WRAAA),  under  an 
agreement  with  the  Ohio  Commission  on  Aging. 

Channeling  Project  Organization 

In  Cuyahoga  County,  the  WRAAA  will  implement  the  channeling 
demonstration.  The  project  has  been  given  the  name  of  “COM- 
PASS.” COMPASS  will  direct  all  functions  except  screening  of 
potential  clients.  Another  organization,  Senior  Information  Center, 
will  screen  applicants  under  an  agreement  with  COMPASS. 

The  area  agency’s  role  is  to  plan  for  the  needs  of  older  people 
and  to  provide  social  services  through  Older  Americans  Act  funds 
and  the  State’s  own  aid  to  an  independent  living  program  in  a five 
county  area  that  includes  Cuyahoga  County.  The  area  agency  is 
governed  by  the  County  Board  of  Commissioners. 

Channeling  Functions 

COMPASS  will  have  a caseload  of  750  clients,  the  majority  of 
them  over  age  75.  The  clients  will  be  moderately  to  severely 
limited  in  activities  of  daily  living  and  not  residing  in  an  institution. 
Their  conditions  will  require  assistance  on  a regular  basis  from  at 
least  two  service  providers  or  informal  caregivers  for  at  least  six 
months.  These  characteristics  define  the  target  group. 

Outreach/Case  Finding 

To  reach  the  target  group,  COMPASS  will  develop  referral  pro- 
cedures with  hospital  discharge  units,  private  practitioners,  social 
agencies,  and  the  County  Welfare  Department.  Referrals  will  not 
be  made  directly  to  COMPASS,  but  to  the  Senior  Information  Center. 
The  Center  will  provide  routine  information  and  referrals  to  people 
who  are  not  referred  to  COMPASS. 

For  research  purposes,  clients  will  be  randomly  assigned  to 
either  an  experimental  group  or  a control  group.  The  control  group 
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does  not  receive  services  from  COMPASS.  As  part  of  the  research, 
the  same  assessment  will  be  administered  to  both  groups.  However, 
the  control  group  will  be  assessed  by  the  research  team  and,  if 
required,  will  be  referred  to  the  Senior  Information  Center  for 
information  and  referral. 

Experimental  clients  are  then  referred  to  COMPASS.  A central 
unit  of  nursing  and  social  work  staff,  supervised  by  a case  manage- 
ment coordinator,  provides  the  core  channeling  functions  at  COM- 
PASS. The  nurse  and  social  worker  who  assess  the  client  will  also 
develop  the  client’s  care  plan,  arrange  for  services,  monitor  the 
plan,  and  periodically  reassess  the  client. 

Assessment 

A total  of  six  social  workers  will  be  hired  to  assess  clients.  Each 
will  have  a caseload  of  125  clients.  In  addition,  there  will  be  two 
registered  nurses  who  will  review  the  assessment  and,  if  needed, 
conduct  a follow-up  assessment  after  consultation  with  the  case 
management  coordinator.  One  nurse  will  be  assigned  to  three  social 
workers.  Discrepancies  between  the  social  work  and  nursing  assess- 
ment will  be  addressed  by  the  case  management  coordinator.  The 
social  workers  will  also  decide  whether  consultation  is  needed  with 
other  professionals  before  completing  the  assessment.  Funds  are 
budgeted  for  consultation. 

After  assessment,  a decision  is  made  regarding  whether  the 
client  should  receive  case  management.  Clients  must  meet  the 
target  group  definition  stated  above.  In  addition,  clients  must  reside 
in  the  catchment  area,  may  not  be  currently  a client  of  another  com- 
munity care  agency,  and  must  require  two  or  more  categories  of 
service  to  maintain  independence  in  the  community. 

The  same  assessor  is  responsible  for  planning  care  for  a client. 
He  or  she  will  obtain  further  information  from  the  client  and  family 
members  during  a home  visit.  The  information  will  include  such 
things  as  the  client’s  financial  matters,  what  the  client  is  able  to 
do,  what  personal  services  or  modifications  in  the  home  environ- 
ment are  needed  to  overcome  functional  limitations  in  activities  of 
daily  living,  what  tasks  family  members  are  willing  and  able  to  per- 
form for  the  client,  and  where  family  members  need  back-up  help. 

This  information  will  enable  the  social  worker  to  develop  a care 
plan  with  the  client  and  family  regarding  services  to  be  provided  by 
the  family  and  by  community  agencies  and  when  the  client  will  be 
reassessed.  The  nurse  will  review  all  care  plans. 

Case  Management 

Social  workers  will  manage  the  cases.  COMPASS,  the  Western 
Reserve  Area  Agency  on  Aging,  and  the  County  Welfare  Depart- 
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ment  will  enter  into  agreements  with  service  providers  to  accept  all 
COMPASS  clients  referred  by  the  case  manager.  Implementation 
of  the  care  plan  is  the  sole  responsibility  of  the  case  manager. 

Implementation  of  a care  plan  involves  arranging  for  services 
and  includes  these  procedures:  determining  eligibility  under  Medi- 
care or  Medicaid  and  determining  the  family’s  ability  to  either  per- 
form services  or  help  pay  for  them;  referring  clients  to  agencies 
that  are  certified  to  accept  third-party  payments  when  the  clients 
are  eligible;  referring  clients  to  Title  III  or  Title  XX  funded  service 
agencies  if  no  third-party  payee  is  found;  and  referring  clients  whose 
families  are  not  able  to  provide  the  services,  who  are  not  eligible 
for  a third-party  payee  service,  and  for  whom  a Title  III  or  Title  XX 
service  does  not  exist  to  the  service  expansion  fund  for  payment. 
Referrals  made  by  COMPASS  will  be  followed-up  with  a return 
card  system  that  signifies  the  agency’s  acceptance  of  the  referral. 
Service  providers  are  allowed  to  alter  a care  plan  only  after  con- 
sulting the  case  manager  and  obtaining  written  agreement  from 
COMPASS. 

The  case  manager  is  also  responsible  for  monitoring  and  reassess- 
ment. Monitoring  involves  ensuring  that  services  prescribed  and 
agreed  to  by  an  agency  or  family  members  are  in  fact  provided. 
The  case  manager  will  correct  deficiencies  in  services  provided  by 
families,  while  the  case  management  coordinator  is  responsible  for 
resolving  routine  problems  in  agency-provided  services. 

Reassessment  and  Monitoring 

Every  six  months,  tha  case  manager  will  reassess  the  client  and 
family  (if  indicated)  using  a modified  version  of  the  original  assess- 
ment. All  reassessments  are  to  be  reviewed  by  the  nurse.  Under 
the  following  circumstances,  reassessment  will  occur  earlier  than 
every  six  months:  acute  illness  requiring  hospitalization,  client’s  or 
family’s  dissatisfaction  with  the  care  plan,  significant  improvement 
or  deterioration  in  the  client’s  ability  to  perform  activities  of  daily 
living,  or  a change  in  the  client’s  relationship  with  the  family  or 
other  caregiver. 

Services  Audit  and  Program  Review 

An  external  source,  under  contract  with  the  local  channeling 
agency,  will  audit  services  and  review  the  program.  The  contractor 
will  be  selected  by  a Request  for  Proposal  (RFP).  The  Ohio  Com- 
mission on  Aging  will  approve  the  subcontract. 

Client  Caseload 

COMPASS  will  have  a caseload  of  750  clients,  the  majority  of 
them  over  age  75. 
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Medicare/Medicaid  Hospice  Demonstration 
Background 

Hospice  care  in  the  United  States  is  a relatively  recent  phenome- 
non aimed  at  helping  terminally  ill  patients  live  with  maximum  comfort 
and  minimal  disruption  to  routine  activity.  Hospices  emphasize  pallia- 
tive care  to  control  pain  and  other  symptoms  of  terminal  illness. 
In  addition,  the  hospice  concept  views  the  patient  and  family  as  a 
single  unit.  Many  patients  are  able  to  remain  at  home  with  their 
families  while  receiving  hospice  services.  Hospices  employ  a broad 
spectrum  of  professional  and  voluntary  care  givers  who  use  a multi- 
disciplinary approach  to  deliver  social,  psychological,  medical,  and 
spiritual  services. 

The  Medicare  and  Medicaid  programs  do  not  currently  recognize 
hospices  as  a separate  provider  category.  However,  some  hospice 
organizations  are  participating  in  these  programs  within  existing 
provider  classifications  (for  example,  hospital,  skilled  nursing  facility, 
and  home  health  agency).  Some  hospice  services,  such  as  drugs 
used  in  the  home  and  bereavement  visits  to  the  patient’s  family,  are 
not  reimbursable  under  Medicare.  State  Medicaid  programs  have 
differing  coverage  of  hospital,  nursing  home,  and  home  health 
services,  and  many  States  do  not  cover  certain  services  integral  to 
hospice  care. 

Project  Description 

Because  the  concept  is  relatively  new  in  this  country,  HCFA  has 
implemented  a hospice  demonstration  which  permits  the  waiver  of 
certain  statutory  and  regulatory  requirements  to  allow  coverage  of 
hospice  services  provided  to  Medicare  beneficiaries  and  Medicaid 
recipients.  The  demonstration  has  a twenty-four  month,  experimental 
phase  during  which  hospice  services  will  be  reimbursed.  In  addition, 
there  will  be  a six  month  wind-down  period  which  will  allow  coverage 
to  continue  for  those  patients  who  become  participants  at  the  end 
of  the  program.  The  project  is  likely  to  provide  a basis  for  consider- 
ing more  flexible  approaches  to  Medicare  and  Medicaid  reimburse- 
ment of  hospice  services.  The  operational  phase  of  the  demonstra- 
tion began  on  October  1, 1980. 

Twenty-six  sites  were  selected  for  participation  in  the  HCFA 
hospice  demonstration  program.  The  choice  of  these  26  was  based 
on  the  need  for  evaluation  data  that  would  reflect  urban  and  rural 
differences  and  variations  in  hospice  provider  types.  Of  the  demon- 
stration hospices,  12  are  hospital-based,  10  are  home  health  agency- 
based,  and  four  are  freestanding.  All  26  organizations  are  either 
certified  home  health  agencies  (HHAs)  or  have  contractual  arrange- 
ments with  certified  HHAs  to  provide  home  health  services.  Some 
also  have  the  capability  of  providing  inpatient  hospice  services. 
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There  is  at  least  one  demonstration  site  in  each  of  the  10  Depart- 
ment of  Health  and  Human  Services  regions. 

For  24  of  these  hospices,  Medicaid  State  agencies  have  also 
agreed  to  participate  in  the  project  and  reimburse  for  services  to 
Medicaid  recipients. 

Under  the  demonstration,  the  hospices  are  serving  patients  who 
have  (1)  a life  expectancy  of  six  months  or  less,  (2)  a primary  care 
giver,  such  as  a relative,  friend,  or  paid  attendant  who  is  available 
to  provide  simple  personal  care  and  emotional  support  on  an  around- 
the-clock  basis,  and  (3)  entitlement  to  Hospital  Insurance  benefits 
(Medicare  Part  A)  and  Supplementary  Medical  Insurance  benefits 
(Medicare  Part  B)  and/or  eligibility  under  Medicaid. 

Participating  hospices  may  be  reimbursed  under  the  demonstra- 
tion for  a number  of  items  and  services  not  currently  covered  by 
Medicare  and  Medicaid.  Examples  include  outpatient  prescription 
drugs,  institutional  respite  and  home  respite  services  (primary  care 
giver  relief),  visits  by  dieticians  and  homemakers,  supportive  and 
counseling  visits  to  hospice  patients  during  occasional  hospital 
stays,  continuous  care  (by  nurses,  home  health  aides,  or  home- 
makers) on  a shift  basis  in  the  home,  certain  self-help  devices, 
inpatient  hospice  care,  and  bereavement  services  to  family  members. 

The  project  evaluation  is  jointly  supported  by  HCFA,  the  Robert 
Wood  Johnson  Foundation,  and  the  John  A.  Hartford  Foundation. 
HCFA  has  contracted  with  Brown  University  to  conduct  an  inde- 
pendent study  of  cost,  use,  and  quality  of  care  provided  to  hospice 
patients  and  their  families  in  this  project.  To  more  clearly  under- 
stand the  effects  of  hospice  care  and  of  reimbursement  for  hospice 
care,  HCFA  and  Brown  University  will  also  gather  information  on 
other  groups  of  terminally  ill  patients,  including  a group  of  patients 
served  by  hospices  outside  the  demonstration  and  another  group  of 
patients  served  by  hospitals  and  cancer  centers  which  provide 
conventional  medical  care. 

The  evaluation  will  focus  on  (1)  the  types  of  hospice  services 
provided  to  terminally  ill  Medicare  and  Medicaid  beneficiaries  and 
the  cost  of  providing  those  services;  (2)  the  types  of  services  pro- 
vided to  terminally  ill  patients  by  conventional  modes  of  care  and 
the  cost  of  providing  those  services;  (3)  the  cost  of  services  provided 
in-home  and  in  inpatient  settings  by  the  demonstration  hospices  and 
conventional  modes;  and  (4)  the  adequacy  of  the  care  received. 
HCFA  processes  all  Medicare  claims  submitted  by  participating 
hospices.  Medicaid  hospice  claims  from  the  participating  States  are 
either  processed  by  their  own  fiscal  intermediaries  or  by  HCFA. 
For  demonstration  services  provided  to  Medicare  beneficiaries, 
HCFA  reimburses  the  hospices  on  the  basis  of  reasonable  cost, 
subject  to  retrospective  cost  reimbursement. 
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HUD/HHS  Demonstration  Program  for 
Deinstitutionalization  of  the  Chronically  Mentally  III 

The  Departments  of  Housing  and  Urban  Development  (HUD)  and 
HHS  are  jointly  funding  this  demonstration  to  do  the  following: 
(1)  integrate  the  chronically  mentally  ill  into  the  community  and 
improve  the  quality  of  their  lives  by  providing  housing  linked  to 
supportive  and  rehabilitative  services;  (2)  provide  an  environment 
that  protects  the  privacy  and  personal  dignity  of  the  chronically 
mentally  ill  and  at  the  same  time  offers  incentives  for  them  to  assume 
increasing  responsibility  and  control  over  their  own  lives;  and 
(3)  encourage  and  assist  States  in  providing  housing  and  compre- 
hensive health/social  services  for  the  chronically  mentally  ill. 

For  this  demonstration,  a chronically  mentally  ill  person  is  defined 
as  “any  adult,  age  18  or  older,  with  a severe  and  persistent  mental 
or  emotional  disorder  that  seriously  limits  his  or  her  functional 
capacities  relative  to  primary  aspects  of  daily  living  such  as  personal 
relations,  living  arrangements,  work,  recreation,  etc.,  and  whose 
disability  could  be  improved  by  more  suitable  housing  conditions.” 
(Alcoholism  and  drug  abuse  are  not  included  in  this  definition.) 

The  following  three  categories  of  individuals  may  be  served: 

• chronically  mentally  ill  individuals  currently  residing  in  institu- 
tions but  capable  of  more  independent  living 

• chronically  mentally  ill  individuals  at  risk  erf  being  reinstitution- 
alized 

• chronically  mentally  ill  individuals  with  no  prior  institutionaliza- 
tion who  are  at  risk,  but  for  whom  housing  linked  to  services 
would  provide  an  alternative  to  institutionalization  . 

Under  this  demonstration,  the  following  services  are  required:  case 
management  and  program  planning,  house  and  milieu  management, 
life  skill  development,  medical  and  physical  health  care,  and  crisis 
stabilization.  Additional  services  that  are  recommended  but  not 
required  are  vocational  development,  education,  family  relations 
planning,  recreational/avocational  activity  planning,  psychotherapy, 
and  advocacy/legal  assistance. 

Under  the  authority  of  Section  202  of  the  Housing  Act  of  1959,  as 
amended  by  Public  Law  86-372,  HUD  is  providing  40  year,  direct 
Federal  loans  to  assist  private,  non-profit  corporations  in  developing 
new  or  substantially  rehabilitated  housing.  Over  a three  year  period, 
HUD  has  set  aside  approximately  $69  million  in  loan  reservations  for 
229  sites  in  39  States,  including  the  District  of  Columbia  and  Puerto 
Rico.  These  sites  will  house  from  3,500  to  4,000  residents.  In  addi- 
tion, HUD  will  provide  Section  8 rental  assistance  for  all  of  the  units. 

This  community-based  residential  housing  (group  homes  and  inde- 
pendent living  complexes)  will  allow  chronically  mentally  ill  persons 
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to  live  more  independently  in  the  community.  A group  home  is 
defined  as  a small  living  arrangement  for  not  more  than  12  persons 
with  a home-like  environment  for  those  who  require  a planned 
program  of  continual  supportive  services  and/or  supervision  but  do 
not  require  continual  nursing,  medical,  or  psychiatric  care.  An  inde- 
pendent living  complex  is  defined  as  an  arrangement  of  six  to 
10  individual  apartment  units  that  are  supervised  by  professional  or 
paraprofessional  staff  living  in  a separate  or  adjacent  apartment  or 
living  off  the  grounds  of  the  facility.  The  complex  may  house  no 
more  than  20  individuals  with  a maximum  of  two  persons  per 
bedroom. 

Through  a cooperative  arrangement  with  HUD,  HHS  (HCFA,  the 
National  Institute  of  Mental  Health  [NIMH],  and  the  Office  of  the 
Assistant  Secretary  for  Planning  and  Evaluation  [ASPE])  will  ensure 
that  participants  in  the  demonstration  receive  an  appropriate  service 
package  and  reimbursement  for  selected  services.  A steering  com- 
mittee comprising  staff  from  each  agency  provides  review  and  input 
into  each  phase  of  the  program.  ASPE  has  had  the  HHS  coordination 
role,  NIMH  provides  the  guidance,  direction,  and  review  of  the  service 
component,  and  HCFA  is  committed  to  the  approval  of  Section  1115 
waivers  to  provide  Medicaid  reimbursement  for  services  that  the 
States  are  unable  to  pay  for  under  current  funding  programs.  This 
reimbursement  mechanism  is  transitional,  in  that  it  allows  a State 
time  to  secure  funding  for  these  services  and  thus  fulfill  its  com- 
mitment to  HUD.  Each  site  within  a State  is  to  be  covered  by  waivers 
approved  for  three  years. 

Up  to  26  States  are  expected  to  submit  Section  1115,  waiver-only, 
grant  applications  to  HCFA.  In  addition  to  waiving  specific  sections 
of  the  statutory  requirements  for  the  Medicaid  State  plan,  the  grants 
will  authorize  Federal  matching  funds  for  such  services  as  case 
management,  supervision,  training  in  life  skills,  and  transportation. 
The  Minnesota  waiver-only  grant  was  approved  May  1,  1980  and 
has  provided  services  at  one  site.  Georgia  was  approved  on  April  1, 
1981  and  will  have  four  sites  providing  services.  Oregon,  Vermont, 
New  Jersey,  and  Tennessee  have  submitted  applications  to  HCFA 
and  will  have  sites  in  operation  in  1981.  In  addition,  six  more  areas 
(California,  Maryland,  Washington,  D.C.,  Rhode  Island,  Maine,  and 
New  Hampshire)  are  preparing  Section  1115  applications. 

HHS  will  conduct  a four  year,  cost-benefit  evaluation  of  the 
demonstration  with  HCFA  as  the  lead  agency.  Funding  for  the 
evaluation  has  been  committed  by  NIMH  and  ASPE.  The  evaluation 
design,  developed  under  contract  with  Urban  Systems  Research 
and  Engineering,  Inc.,  will  be  pilot  tested  in  1981.  The  schedule 
of  events  relating  to  the  evaluation  will  be  determined  based  on  the 
date  on  which  a sufficient  number  of  sites  become  operational. 


235 


Waiver  of  Prior  Hospitalization  Requirements  for 
Medicare  SNF  Coverage 

HCFA  provided  Medicare  waivers  and  contracted  with  Blue  Cross 
of  Oregon  and  Blue  Cross  of  Massachusetts  in  1977  to  conduct 
demonstrations  in  eliminating  the  three  day  prior  hospitalization 
requirement  for  SNF  coverage.  The  purpose  is  to  determine  whether 
a waiver  of  the  requirement  will  lower  overall  costs  for  both  the 
patient  and  the  Medicare  program.  In  addition,  the  contractors  will 
determine  if  the  three  day  requirement  ordinarily  imposes  a burden 
on  Medicare  patients  who  may  need  SNF  care  but  not  hospital  care. 

The  SNF  benefit  is  included  in  Medicare  Part  A to  provide  a lower 
cost  alternative  to  extended  hospitalization.  The  requirement  of  a 
three  day  hospitalization  prior  to  admission  to  an  SNF  is  imposed 
to  limit  SNF  benefits  to  persons  who  need  continuing  care  after 
hospital  treatment.  The  requirement  also  ensures  that  medical  con- 
ditions and  needs  of  Medicare  patients  admitted  to  SNFs  have  been 
given  adequate  medical  appraisal  prior  to  admission.  The  Senate 
Finance  Committee  recommended  that  the  Secretary  of  HHS  conduct 
experiments  to  determine  the  effects  of  eliminating  or  reducing  the 
requirement. 

The  experimental  phase  of  the  projects,  which  ended  in  1980, 
tested  the  hypothesis  that  the  hospitalization  requirement  has  re- 
sulted in  unnecessary  hospital  stays  for  Medicare  beneficiaries  who 
could  effectively  use  less  costly  SNF  care  without  hospitalization. 
The  contractors  are  also  studying  nursing  home  utilization  and 
quality  of  care.  Under  the  projects,  approximately  28  facilities  in 
each  State  have  participated  in  the  experimental  part  of  the  demon- 
strations, admitting  a total  of  970  patients  during  the  first  two  years. 
During  the  experiment,  all  other  criteria  involved  in  the  Medicare 
SNF  level  of  care  decisions  remained  unchanged. 

Use  of  the  waiver  option  in  Massachusetts  and  Oregon  was  low 
compared  to  the  HCFA’s  national  estimate  of  a 25  percent  increment 
in  SNF  utilization.  The  Oregon  waiver  project  accounted  for  7.4  per- 
cent of  the  Medicare  SNF  utilization  in  the  28  participating  facilities 
during  the  demonstration  period;  for  Massachusetts,  it  was  11.5  per- 
cent. Because  some  patients  involved  would  have  gone  to  the 
hospital  and  then  transferred  to  SNF  care  afterward,  the  actual 
increment  in  nursing  home  use  to  the  waiver  is  somewhat  less  than 
these  figures.  The  utilization  rates  for  the  two  States  were  0.38  and 
0.23  waiver  admissions  per  bed  in  Oregon  and  Massachusetts, 
respectively;  the  number  of  waiver  admissions  per  1,000  Medicare 
enrollees  was  1.3  in  Oregon  and  0.7  in  Massachusetts.  Both  States 
had  similar  experiences  with  respect  to  the  length  of  stay.  In  Oregon, 
79  percent  of  Medicare  covered  stays  were  less  than  31  days.  In 
Massachusetts,  69  percent  were  less  than  31  days.  The  average 
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covered  days  under  the  demonstration  varied  between  the  two  States: 
26.6  days  for  Massachusetts  and  20.5  days  in  Oregon. 

The  two  States  differed  in  sources  of  admission  and  patient  diag- 
nostic characteristics.  In  Massachusetts,  70  percent  of  all  waiver 
admissions  were  internal  transfers  from  a lower  level  within  the 
institutions.  Direct  admissions  from  home  represented  another 
22  percent,  transfers  from  other  nursing  homes  were  6 percent, 
and  hospital  transfers  accounted  for  2 percent.  The  composition 
of  admissions  differed  in  Oregon;  only  transfers  from  other  nursing 
homes  (8  percent)  were  close  to  the  percentage  found  in  Massachu- 
setts. Home  admissions  represented  40  percent  of  all  admissions 
(almost  twice  the  Massachusetts  figure),  internal  transfers  constituted 
39  percent  of  admissions  (approximately  half  the  rate  for  Massachu- 
setts), and  hospitals  were  involved  in  13  percent  of  waiver  admissions. 

Patient  diagnostic  categories  differed  for  the  two  States.  While 
fractures  and  amputations  accounted  for  27  percent  of  all  admissions 
in  Massachusetts,  Oregon  patients  accounted  for  only  5 percent  of 
admissions  in  these  categories.  This  difference  can  be  explained 
partly  by  the  three  chronic  rehabilitation  hospitals  in  the  Massachu- 
setts demonstration,  two  of  which  were  entirely  rehabilitative  in  their 
orientation.  There  were  no  facilities  of  this  type  in  Oregon,  which 
is  more  typical  of  the  nation.  The  home  admissions  in  Massachusetts 
occurred  primarily  in  these  rehabilitative  facilities  (73  percent  of  all 
home  admissions),  and  the  remaining  home  admissions  were  dis- 
persed throughout  the  free-standing  SNFs.  Excluding  the  rehabilita- 
tion hospital  cases,  home  admissions  accounted  for  only  6 percent 
of  all  admissions.  This  difference  was  largely  attributable  to  the 
better  awareness  of  the  demonstration  by  Oregon  physicians  and 
their  more  favorable  attitude  toward  nursing  homes. 

The  most  important  aspect  of  these  data  is  that  the  numbers  of 
demonstration  admissions  over  the  three  year  experimental  period 
are  small  in  both  States — 700  in  Massachusetts  and  648  in  Oregon 
(11.5  percent  and  7.4  percent  of  Medicare  SNF  utilization  in  the 
experimental  facilities).  These  rates  raise  a key  issue  for  evaluation: 
Can  the  same  moderate  level  of  use  be  expected  if  the  program  is 
expanded  nationally,  or  is  it  a result  of  either  the  peculiar  environ- 
ment of  each  State  or  the  way  in  which  the  demonstrations  were 
implemented? 

Each  demonstration  has  been  explored  preliminarily  in  terms  of 
its  environment  and  special  characteristics  to  identify  specific  factors 
that  distinguish  the  two  demonstrations  and  account  for  the  utiliza- 
tion experience  that  was  lower  than  expected.  The  low  overall 
utilization  could  be  attributed  to  the  Medicare  SNF  admission  cri- 
teria, the  physicians’  practice  patterns,  and  bed  shortages.  The 
major  factor  that  could  increase  utilization  of  the  Medicare  SNF 
benefit  in  a non-demonstration  setting  is  a reduction  in  the  strictness 
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of  the  Medicare  SNF  criteria  themselves  or  in  their  enforcement  by 
intermediaries  or  PSROs.  This  reduction,  however,  could  affect 
direct  entry  and  prior  hospital  stay  entry  equally. 

Finally,  not  all  increases  in  Medicare  SNF  utilization  might  lead  to 
reductions  in  hospital  use.  Evaluation  interviews  suggested  that 
between  35  and  67  percent  of  the  waiver  patients  probably  would 
have  entered  a hospital  if  the  waiver  option  had  not  been  available. 
Thus,  it  appears  that  the  waiver  option  will  result  in  some  increases 
in  Medicare  SNF  costs,  but  the  degree  to  which  these  will  be  offset 
by  reduced  hospital  stays  is  not  clear  and  requires  further  analysis. 
Analyses  will  assess  the  cost  of  the  waiver  with  respect  to  Medicare 
reimbursement  for  SNF  care  and  will  estimate  the  potential  hospital 
savings  to  assess  the  net  cost  of  the  waiver  of  the  three  day  hospitali- 
zation stay  prior  to  SNF  admission  requirement. 

HCFA  awarded  the  evaluation  contract  to  Abt  Associates  in  Sep- 
tember 1979.  The  final  evaluation  report  will  be  available  in  1982. 

A Social/Health  Maintenance  Organization  Program 
for  Long-Term  Care 

HCFA  awarded  a three  year  planning  grant  to  the  University  Health 
Policy  Consortium  at  Brandeis  University  in  1980  to  develop  the 
concept  of  a S/HMO  for  long-term  care.  The  S/HMO  is  a capitation 
financed  delivery  approach  to  meet  the  needs  of  the  disabled  and/or 
elderly.  It  addresses  two  of  the  most  pressing  problems  in  long-term 
care:  the  fragmentation  of  services  and  the  fragmentation  of  funding 
sources.  The  concept  promises  to  integrate  health  and  social  serv- 
ices as  well  as  acute  care  services. 

The  objectives  of  the  planning  grant  include  the  following:  (1)  to 
provide  technical  assistance  to  several  possible  demonstration  sites; 
(2)  to  develop  the  methodology  for  estimating  utilization  rates  and 
for  calculating  costs  and  capitation  rates;  (3)  to  develop  the  data 
system  and  evaluate  plans  to  ensure  maximum  test  results;  (4)  to 
develop  criteria  for  selection  of  the  demonstration  sites;  and  (5)  to 
link  the  evaluation  of  S/HMOs  to  other  long-term  care  demonstra- 
tions. 

A S/HMO  is  an  approach  to  the  organization  of  health  and  social 
services  in  which  the  elderly,  including  those  at  high  risk  of  institu- 
tionalization, are  voluntarily  enrolled  by  a managing  provider  into 
an  intergrated  service  system.  All  basic  acute  hospital,  nursing 
home,  ambulatory  medical  care,  and  personal  care  support  services, 
including  homemaker,  home  health,  and  chore  services,  would  be 
provided  by  or  through  the  S/HMO  at  a fixed,  annual,  prepaid,  capi- 
tation sum.  Other  offered  services  would  include  emergency  psychi- 
atric care,  meals  (home  delivered  and/or  congregate),  counseling, 
transportation,  information,  and  referral.  The  provider  may  either 
employ  staff  or  contract  with  other  providers  for  the  services.  In  the 
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S/HMO  model,  financial,  programmatic,  case  decision-making,  and 
management  responsibility  rest  with  the  provider.  The  S/HMO  pro- 
vider will  share  the  risk  for  service  expenditures  and  will  act  as 
broker  for  other  needed  services  which  are  not  covered  but  which 
are  available  from  other  community  providers.  Financial  risk  is  de- 
fined as  absorption  of  agreed-upon  costs  which  exceed  a capitation 
agreement. 

In  comparison  with  other  models,  the  S/HMO  integrates  health 
and  social  services  under  the  direct  financial  management  of  the 
provider  at  the  point  of  services  delivery.  The  success  of  conven- 
tional HMOs  with  Medicare  contracts  and  of  other  managed  systems 
of  care  (for  example,  the  Triage  and  Monroe  County  models)  sug- 
gests the  possibility  of  expansion  to  an  S/HMO  system  model. 

In  the  proposed  demonstration,  the  S/HMO  will  serve  persons 
from  a targeted  elderly  population  ranging  from  the  ambulatory, 
non-impaired  aged  to  those  who  are  extremely  impaired.  Inclusion 
of  the  well-ambulatory  permits  preventive  activities  for  a population 
which  feeds  both  hospitals  and  nursing  homes.  Early  management 
is  expected  to  result  in  a delay  or  reduction  in  nursing  home  care. 
For  such  a population,  survey  data  indicate  that  approximately 
55  percent  are  ambulatory  and  well,  25  percent  are  ambulatory  with 
modest  home  care  needs,  15  percent  are  living  at  home  with  severe 
impairments,  and  5 percent  are  very  impaired,  whether  housebound 
or  in  nursing  homes.  While  the  S/HMO  is  expected  to  represent  all 
four  groups,  the  proportion  enrolled  will  depend  upon  the  attractive- 
ness of  the  program  to  different  groups  and  the  intake  procedures 
established  by  the  S/HMO. 

Financing  for  the  S/HMO  will  flow  from  some  combination  of 
public  funds  (for  example,  Medicare,  Medicaid,  and  Title  XX),  as  well 
as  from  private  payments,  deductibles,  and  potential,  private,  third- 
party  payers.  Reimbursement  would  be  based  on  prepaid  capitation. 

The  S/HMO  will  offer  incentives  to  all  involved  parties.  Incentives 
to  the  provider  organization,  for  example,  include  improved  cash 
flow,  reduction  in  the  cost  of  administering  third-party  billing  mecha- 
nisms, flexibility  in  program  innovation,  financial  incentives  through 
negotiated  rate  ceilings  and  flexible  savings  arrangements,  greater 
organizational  stability,  and  growth  potential  in  the  long-term  care 
marketplace.  Public  authorities  will  gain  by  harnessing  HMO  control 
methodologies  to  long-term  care.  The  uncontrolled,  or  diffuse,  long- 
term care  costs  can  be  addressed  systematically  through  an  inte- 
grated financing  plan  with  provider  risk-sharing  and  reduced  admin- 
istrative complexity.  Consumers  will  benefit  by  having  a single-entry 
access  to  a wider  range  of  services.  These  services  will  be  provided 
in  an  integrated  manner,  thus  reducing  the  need  and  costs  of 
“shopping  around.”  Paperwork  usually  associated  with  Medicare 
will  be  eliminated. 
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It  is  hypothesized  that  the  S/HMO  will  reduce  the  number  of 
expensive  institutional  days  for  enrollees  as  well  as  encouraging 
significant  changes  in  patterns  of  use. 

Three  S/HMO  demonstration  sites,  to  be  selected,  will  provide  a 
strong  comparative  evaluation  of  different  S/HMO  modes  of  organi- 
zation. They  will  use  common  assessment  instruments,  comparable 
experiment  populations,  compatible  management  information  sys- 
tems, and  a common  evaluation  strategy.  The  demonstrations  will 
provide  answers  to  questions  about  cost/ benefit  effects  of  an 
S/HMO,  the  effects  of  integrated  care  on  the  elderly  and  on  service 
costs,  the  administrative  feasibility  of  the  S/HMO  model  compared 
with  the  fee-for-service  model,  and  the  effects  on  quality  of  care. 

On  Lok  Senior  Health  Services:  A Community  Care 
Organization  for  Dependent  Adults 

The  On  Lok  Community  Care  Organization  for  Dependent  Adults 
(CCODA)  is  a community-based  demonstration  providing  long-term 
health  and  health-related  services  to  functionally  disabled  elderly 
in  the  Chinatown-North  Beach  area  of  San  Francisco.  Participants 
in  CCODA  must  meet  the  State’s  eligibility  criteria  for  24-hour  skilled 
nursing  or  intermediate  care  and  be  entitled  to  Medicare.  A multi- 
disciplinary team  assesses  the  needs  and  strengths  of  each  CCODA 
participant  and  develops  a service  plan  to  meet  the  individual’s 
needs.  The  On  Lok  program  delivers  all  services  that  are  required 
either  by  its  own  staff  or  providers  under  contract.  Single  source 
reimbursement  is  provided  under  HCFA’s  Title  XVIII  waiver  approval. 

The  objectives  of  this  demonstration  are  to  develop  and  operate 
a centrally-funded  and  administered  community  care  system,  to 
measure  the  impact  of  capitated  funding  on  utilization,  quality,  and 
cost  of  services,  to  contrast  the  management  efficiencies  of  the 
model  with  those  of  other  systems,  and  to  develop  actuarially  sound 
budgeting  methods  for  medical  and  social  needs. 

During  the  first  year,  On  Lok  established  the  outpatient  service 
delivery  and  reimbursement  phase  of  the  demonstration.  This 
entailed  reorganizing  existing  staff  and  their  functions,  hiring  and 
orienting  additional  staff,  changing  procedures,  changing  clinical 
and  fiscal  record  keeping,  validating  assessment  instruments,  further 
developing  the  research  protocol,  and  establishing  data  collection 
and  analysis  techniques.  In  addition,  the  transfer  of  the  participants 
from  the  previous  On  Lok  program  to  the  CCODA  required  extensive 
time  and  effort  due  to  the  age  and  ethnic  background  of  the  popula- 
tion. The  inpatient  phase  of  the  project  began  on  February  1,  1980. 
Inpatient  services  are  provided  through  negotiated  contracts  with 
two  hospitals  and  several  skilled  nursing  facilities  in  the  area. 
Through  the  first  20  months  of  operation,  it  cost  On  Lok,  on  the 
average,  $552  per  participant  per  month  to  provide  all  of  its  out- 
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patient  services  (day  health,  transportation,  primary  medical  care, 
drugs,  medical  specialty  services,  home  health,  etc.).  With  the  onset 
of  inpatient  services,  an  additional  $278  per  participant  per  month 
was  spent,  bringing  the  total  monthly  capitation  rate  to  $830.  This 
rate  is  below  that  of  On  Lok’s  comparison  group  of  patients  ($1,513) 
and  below  original  On  Lok  projections  ($1,045)  for  the  demonstration. 
At  the  end  of  the  second  year,  the  CCODA  program  had  essentially 
completed  its  developmental  phase  and  begun  normal  operations. 

The  research  component  of  On  Lok  funded  by  the  Administration 
on  Aging  (AoA)  has  a program-based,  policy-oriented  perspective  to 
assess  the  impact  of  the  CCODA  program  on  the  quality  and  cost 
of  long-term  care.  The  research  includes  process  evaluation,  which 
describes  and  interprets  issues  and  problems  in  program  develop- 
ment and  operation.  It  has  also  developed  and  continues  to  refine 
a computerized  information  management  system  that  (1)  is  used  in 
program  operation;  (2)  monitors  information  on  a regular  basis  for 
program  administration  and  development;  and  (3)  establishes  a real- 
world,  relevant  data  base  for  research  analysis.  The  project  has 
established  and  maintains  a comparison  group  study,  identifying  a 
sample  of  similar  elderly  in  the  traditional  long-term  care  system 
and  tracking  them  over  time,  gathering  information  comparable  to 
that  in  the  information  system  to  assess  relative  program  impact. 
This  study  has  a sample  size  of. 200.  Cost  analysis  will  be  a specific 
area  of  focus  in  the  coming  year.  Participant-based  predictors  of 
the  cost  rate  (for  example,  functional  level,  physical  and  social 
characteristics,  biographical  data,  etc.)  will  be  identified,  and  the 
proportion  of  monthly  CCODA  costs  that  would  be  reimbursable 
under  existing  programs  (Titles  XVIII,  XIX,  XX)  will  be  determined. 

HCFA  is  evaluating  the  On  Lok  CCODA  through  the  cross-cutting 
evaluation  of  its  long-term  care  demonstrations.  This  evaluation 
contract  was  awarded  to  Berkeley  Planning  Associates  in  September 
1980. 

Skilled  Nursing  Pharmacy  Services— 

Capitated  Reimbursement 

HCFA  awarded  a grant  in  1979  to  the  California  Department  of 
Health  Services  to  conduct  a pilot  project  on  capitated  reimburse- 
ment of  drugs  for  Medicaid  patients  in  SNFs,  under  the  authority  of 
Section  1115  of  the  Social  Security  Act.  The  objective  is  to  improve 
the  drug  regimen  of  Medicaid  SNF  patients,  which  in  turn  should 
improve  the  overall  quality  of  care  and  reduce  costs. 

The  California  State  Department  of  Health  Services  (DHS)  cur- 
rently administers  a program  of  medical  assistance  under  Title  XIX 
of  the  Social  Security  Act.  The  program  provides  a broad  range  of 
medical  services  to  a beneficiary  population  that  is  predominantly 
linked  by  category.  Medicaid  usually  pays  for  these  services  on  a 
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fee-for-service  basis.  Approximately  2.5  percent,  or  67,500,  of  the 
nearly  three  million  beneficiaries  receive  their  care  in  SNFs.  Medi- 
caid payment  for  health  care  for  these  beneficiaries  is  made  to  the 
individual  providers  of  service,  for  example,  the  SNF,  physician, 
dentist,  physical  therapist,  or  pharmacist.  To  control  use  of  phar- 
macy services,  Medicaid  employs  a closed  formulary,  that  is,  a 
specific  list  of  covered  drugs,  with  prior  authorization  required  for 
unlisted  agents.  In  addition,  either  a minimum  quantity  per  prescrip- 
tion (how  many  times  the  prescription  may  be  renewed)  or  a minimum 
supply  per  prescription  (how  many  pills  in  a bottle)  is  required  for 
certain  medications  unless  the  prescription  represents  the  initial 
order  or  has  been  previously  authorized  for  a smaller  quantity  or 
duration  of  therapy.  Minimum  quantities  are  commonly  required  of 
drugs  used  for  chronic  medical  conditions,  and  the  minimum  supply 
requirement  commonly  applies  to  certain  drugs  dispensed  to  patients 
in  SNFs.  Current  costs  of  pharmacy  services  for  SNF  inpatients 
average  approximately  $26  per  patient  per  month.  To  determine 
whether  the  current  expenditures  for  drugs  for  SNF  patients  in  the 
Medicaid  program  can  be  reduced,  the  California  State  legislature 
enacted  Assembly  Bill  1395.  The  legislation  authorized  a pilot  project 
in  which  pharmacists  would  be  reimbursed  on  a capitated  basis  for 
pharmacy  services  provided  in  SNFs. 

The  project  proposes  to  establish  capitation  rates  for  30  selected 
SNFs  based  on  25  pharmacies’  experiences  with  those  facilities.  The 
monthly  capitation  rate  will  be  calculated  for  each  facility  and  will  be 
paid  to  the  pharmacy  in  advance  for  each  Medicaid  patient  it  serves. 
In  addition,  pharmacists  who  participate  will  be  granted  the  authority 
to  approve  non-formulary  drugs  necessary  for  the  treatment  of  the 
patients. 

Participants  will  reflect  the  geographic  and  bed  size  distribution 
of  nursing  homes  in  the  State.  Contracts  will  be  prepared  to  establish 
project  requirements  with  the  participating  pharmacies.  A group  of 
pharmacies  and  SNFs  will  be  selected  for  comparison.  The  project 
will  be  a three  year  effort  with  a one  year  pre-capitation  period  for 
selecting  participants,  collecting  baseline  data,  determining  rates, 
and  developing  the  evaluation  methodology.  A one  year  period  of 
capitation  will  be  followed  by  analysis  and  reporting  of  the  results. 

Capitation  rates  will  be  determined  by  dividing  the  prior  year’s 
Medicaid  expenditures  for  drugs  in  the  facility  by  the  number  of 
patient  months  for  which  the  facility  was  paid  by  Medicaid.  This 
figure  will  then  be  increased  by  an  inflation  factor  for  the  year  of  the 
demonstration  to  account  for  increases  in  ingredient  costs. 

Pharmacists  will  be  required  to  submit  an  invoice  monthly,  in 
advance,  listing  the  names  and  Medicaid  ID  numbers  of  those 
patients  for  whom  the  capitation  rates  are  claimed.  In  those  cases 
where  recipients  are  reported  to  the  State  and  are  ultimately  deter- 
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mined  to  be  ineligible,  future  capitation  payments  will  be  offset. 
Submittal  of  a current  label  or  copy  of  the  ID  card  for  the  month 
at  issue  will  satisfy  eligibility  questions.  Participating  pharmacists 
will  be  required  to  submit  claims  forms  for  data  collection  but  not 
for  payment. 

The  project  will  allow  the  pharmacist  to  bypass  the  usual  utilization 
controls  of  the  Medicaid  program  and  to  exert  his  or  her  professional 
judgment  to  a maximum  degree,  consistent  with  a high  quality  of 
care.  Minimum  quantity  rules,  prescription  audits,  and  diagnosis 
restrictions  will  all  be  waived  for  the  patients  served  under  this 
project. 

In  those  instances  when  the  pharmacist  does  not  feel  that  a 
prescribed  non-formulary  drug  is  necessary,  the  service  can  only  be 
denied  by  the  Medicaid  consultant.  The  State  and  the  pharmacy 
association  both  feel  that  the  professional  arguments  that  may  be 
raised  against  use  of  any  particular  medication  will  probably  provide 
adequate  justification  for  the  consultant  to  support  the  pharmacist’s 
position.  This  feature  is  built  in,  however,  to  prevent  obvious  under- 
utilization on  the  part  of  the  pharmacy  and  to  enhance  the  profes- 
sional relationship  between  prescribing  physicians  and  pharmacists. 

The  State  will  evaluate  any  changes  in  costs  and  utilization  of 
services  which  result  from  the  project.  An  outside  contractor  will 
conduct  a second  evaluation,  using  a multidisciplinary  team  of 
physicians,  pharmacists,  pharmacologists,  and  nurses,  to  evaluate 
the  professional  decisions  involved  in  the  approval  of  treatment 
authorization  requests  (TARs),  as  well  as  the  overall  quality  of  care 
received  by  the  patients. 

Capital  investment  in  Nursing  Homes 

In  August  1980,  HCFA  awarded  the  West  Virginia  Department  of 
Welfare  a Section  1115  grant.  This  allowed  waiver  of  the  current 
methodology  for  determining  capital  costs  included  in  the  Medicaid 
reimbursement  of  SNFs  and  ICFs.  The  basic  objective  of  this 
demonstration  is  twofold: 

• to  determine  whether  the  proposed  reimbursement  system  pro- 
duces satisfactory  patient  care  within  the  operating  cost 
standards 

• to  determine  whether  the  proposed  system  results  in  lower 
reimbursement  rates  when  compared  with  a system  of  reim- 
bursement based  on  historical  costs  for  all  service  factors  (for 
example,  a Medicare  formula). 

There  is  reason  to  believe  that  controlling  cost  by  cost  center  is 
preferable  to  using  an  aggregate  operating  cost  cap,  but  the  data 
required  to  evaluate  this  hypothesis  are  not  currently  available.  This 
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project  will,  therefore,  focus  upon  the  investment  component  and 
the  total  reimbursement  rate  under  the  following  operational  assump- 
tions: 

• Functional  and  physical  variances  from  the  model  facility 
standard  result  in  operational  and  nursing  services  deficiencies, 
inefficiencies,  and  diseconomies. 

• Quality  of  care  is  ensured  and  verified  through  review  of  the 
monthly  long-term  care  services  invoices  and  quarterly  nursing 
services  audits. 

• Both  the  rates  of  reimbursement  and  the  manner  in  which  they 
are  determined  significantly  affect  investor  confidence  in  the 
industry  and  the  quality  of  services  provided. 

Given  these  assumptions,  West  Virginia  has  implemented  two  parts 
of  a three  component  reimbursement  system.  The  nursing  services 
component  is  compensated  on  the  basis  of  actual  nursing  services 
required  by  and  delivered  to  individual  patients.  The  operating  costs 
component  is  compensated  by  cost  center  and  facility  class.  Caps 
on  operating  costs  will  be  derived  from  industry  experience  within 
the  State.  Incentives  for  efficiency  and  economy  will  be  introduced 
through  the  operating  cost  component  by  encouraging  costs  less 
than  the  cost  caps,  with  quality  of  care  assured  and  verified.  As  a 
management  incentive,  the  State  will  share  with  the  facility  any 
savings  when  actual  costs  fall  below  established  caps.  That  incentive 
will  consist  of  a percentage  of  the  difference  between  actual  facility 
cost  and  the  established  cost  caps,  provided  that  such  facilities 
meet  all  certification  and  quality  patient  care  standards. 

The  investment  component  of  the  new  reimbursement  system 
(which  is  being  implemented  under  this  demonstration)  should  allow 
for  the  reasonable  costs  of  investments  in  long-term  care  facilities, 
including  a reasonable  return  on  the  investment.  A unique  aspect  of 
this  system  is  the  method  for  determining  the  allowance  for  value 
of  the  investment  component  (land,  building,  and  equipment)  of  the 
reimbursement  rate. 

The  standard  appraised  value  (SAV)  method  establishes  the  value 
of  the  fixed  assets  as  a long-term  care  center,  not  only  by  encourag- 
ing functional  utility,  but  also  by  discouraging  features  which  detract 
from  or  do  not  contribute  to  that  function.  The  model  facility  standard 
is  drawn  from  Federal  and  State  regulations  and  guidelines  and 
from  accepted  industry  practice.  It  offsets  the  fundamental  difficulty 
of  the  reproduction  cost  approach  by  providing  a stable  base  for 
deriving  consistent  appraisals  of  long-term  care  properties. 

First  year  tasks  included  the  design  and  implementation  of  uni- 
form accounting  and  reporting  procedures,  definition  of  the  model 
facility  standards,  initial  appraisals  of  all  facilities,  the  evaluation 
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of  the  appraisals,  and  the  establishment  of  a rate  of  return.  In 
designing  the  reimbursement  formula,  the  State  intends  to  base  the 
rate  of  return  on  the  yield  generated  by  the  Federal  National 
Mortgage  Association’s  (FNMA)  conventional  mortgages.  This  yield 
will  allow  enough  flexibility  to  keep  current  with  the  recent  volatility 
in  the  mortgage  market.  This  different  method  of  reimbursing  capital 
costs  will  ideally  discourage  rapid  turnover  in  facility  ownership  and 
encourage  greater  stability.  Implementation  on  a state-wide  basis 
will  be  effected  in  1981.  Since  this  project  has  just  begun,  no 
findings  are  available. 

Incentive  Payment  Grant— Encouraging  Appropriate  Care 
for  the  Chronically  III  Elderly 

Early  in  1981,  HCFA  approved  a Section  1115  waiver  grant  to  the 
Department  of  Health  Services  in  Sacramento,  California.  The 
purposes  of  this  two  year  grant  are  to  improve  appropriateness  of 
care  and  encourage  more  efficient  use  of  resources.  The  project 
will  encourage  nursing  homes  to  admit  sicker  patients  who  require 
more  care  and  who  might  otherwise  remain  inappropriately  hospital- 
ized; thus  discouraging  unnecessarily  high  costs  for  care.  It  will  also 
improve  residents’  outcomes  through  improved  quality  care  facili- 
tated by  resident-specific  goal  setting  and  care  planning.  Finally, 
it  will  encourage  discharge  of  certain  kinds  of  residents  who  might 
be  served  more  appropriately  by  non-institutional  services,  thus 
making  room  for  more  severely  dependent  patients. 

The  cost  of  the  evaluation  and  incentive  payments  will  be  paid 
through  a contract  between  the  National  Center  for  Health  Services 
Research  (NCHSR)  and  Applied  Management  Sciences,  Inc.  The 
contractor  will  reimburse  participating  facilities  for  data  collection 
and  will  make  incentive  payments  to  deserving  facilities  under  the 
study  protocol.  The  contractor  will  pay  for  all  other  data  collection 
and  data  processing,  including  data  supplied  by  the  California 
Department  of  Health  Services.  HCFA  and  NCHSR  will  analyze  the 
data  and  final  reports. 

Methodology 

Thirty-six  proprietary  nursing  homes  in  the  San  Diego  standard 
metropolitan  statistical  area  (SMSA),  having  between  50  and  200 
beds,  with  at  least  50  percent  normally  available  to  Medi-Cal 
residents,  will  participate  in  the  study.  Homes  will  be  randomly 
assigned  to  treatment  or  control  groups.  Approximately  3,472 
residents  will  participate  in  the  demonstration,  one-half  in  the 
experimental  and  one-half  in  the  control  homes.  The  demonstration 
will  attempt  to  encourage  long-term  care  facilities  to  admit  and 
provide  quality  care  to  severely  dependent  residents  and  to  dis- 
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charge  less  dependent  residents  into  lower  levels  of  care  or  to 
provide  continuity  of  care  for  discharged  residents. 

As  an  incentive,  the  demonstration  will  pay  nursing  homes  for 
admitting  severely  dependent  residents.  Participating  homes  will 
also  receive  outcome  incentive  payments  for  achieving  specified 
goals  in  selected  patients  who  require  special  care  to  improve  or 
maintain  their  functional  health  status.  The  demonstration  will  also 
pay  nursing  homes  for  appropriately  discharging  residents  (who 
must  be  kept  at  a lower  level  of  care  or  in  the  community  for  at 
least  three  months).  No  incentives  will  be  paid  for  residents  who 
should  not  have  been  admitted  or  for  those  expected  to  stay  for 
less  than  90  days. 

Applied  Management  Sciences  will  collect  the  data,  and  NCHSR 
will  analyze  them.  Final  reports  on  the  demonstration  should  be 
available  early  in  1984. 

Survey-by-Exception  (SBE) 

In  July  1980,  HCFA  awarded  a Section  1115,  waiver-only,  quality 
assurance  grant  to  the  Massachusetts  Department  of  Public  Welfare. 
The  purposes  of  this  18  month  project  are  to  reallocate  surveyor 
time  so  that  facilities  with  the  greatest  certification  compliance 
problems  can  receive  additional  consultation  and  technical  assist- 
ance and  to  improve  the  quality  of  care  in  SNFs  and  intermediate 
care  facilities  (ICFs). 

This  project  tests  an  experimental  survey  process  in  Medicaid  and 
Medicare  facilities.  The  medical  review  and  the  independent  pro- 
fessional review  patient  survey  will  be  performed  as  usual.  Massa- 
chusetts has  developed  a facility  screening  instrument  which  it  will 
pretest  for  reliability  and  validity  before  using  it  in  the  demonstration. 

Methodology 

The  facility  survey  is  a modification  of  the  screening  survey 
developed  by  the  Wisconsin  Quality  Assurance  Project.  The  design 
for  the  demonstration  classifies  facilities  into  three  groups,  based 
upon  their  performance  on  annual  surveys  for  the  preceding  three 
years. 

The  Massachusetts  Long-Term  Care  Information  System  (LTCIS), 
a management  information  system  containing  the  results  of  all 
facility  surveys  since  1976,  aggregates  survey  results  at  the  facility 
level  so  they  can  be  compared  across  facilities.  The  criteria  for 
facility  classification  are  as  follows: 

• Screening  Survey  Group — Compliance  scores  of  93  or  above  on 
annual  inspections  for  three  calendar  years  prior  to  the  inspec- 
tion date  (classified  as  outstanding) 
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• Abbreviated  Survey  Group — Compliance  scores  of  85  to  92  for 
the  past  three  calendar  years  (classified  as  acceptable) 

• Full  Survey  Group — Compliance  scores  below  85  for  the  past 
three  calendar  years  (classified  as  unacceptable) 

The  demonstration  is  planned  as  a 2X2  experimental  design  with 
test  facilities  in  outstanding  and  acceptable  groups  assigned  ran- 
domly to  the  traditional  method  of  survey  and  the  SBE  method. 

The  design  calls  for  120  of  the  160  facilities  in  two  geographic 
areas,  the  northwest  and  southeast  sections  of  the  State,  to  be 
assigned  to  the  four  cells  of  the  design;  60  will  be  eligible  for  SBE 
and  60  will  receive  the  traditional  survey. 

Hypotheses  to  be  tested  include  the  following: 

• Quality  of  care  in  the  screening  and  abbreviated  survey  facili- 
ties in  the  experimental  groups  will  increase  or  remain  constant 
relative  to  those  in  the  control  group. 

• Quality  of  care  will  improve  in  the  full  survey  facilities. 

• Time  spent  on  certification  visits  will  decrease  in  facilities  in 
the  abbreviated  and  screening  survey  visits. 

• Time  spent  on  certification  visits  will  increase  or  remain  con- 
stant in  the  poor  performance  group. 

• The  number  of  interim  visits,  follow-up  visits,  and  consultation 
visits,  and  the  time  spent  on  such  visits,  will  increase  in  each 
of  the  three  groups. 

• Provider  attitudes  toward  the  State  survey  agency  will  be  more 
favorable  in  facilities  participating  in  SBE. 

The  demonstration  was  initiated  October  1,  1980,  after  pretesting 
and  compliance  with  conditions  attached  with  the  Notice  of  Grant 
Award.  It  will  be  evaluated  by  a contractor  chosen  by  HCFA  to 
evaluate  all  of  the  survey/certification  related  demonstrations. 

Findings  to  date  include  the  following: 

• SBE  decreases  the  amount  of  time  spent  on  certification  visits. 

• Surveyors  spend  more  time  on  consultation  and  follow-up  visits. 

• The  number  of  “trivial”  deficiencies  declined  with  SBE. 

The  final  report  is  expected  in  the  fall  of  1983. 

New  York  State’s  Nursing  Home 
Quality  Assurance  Program 

HCFA  awarded  the  New  York  State  Department  of  Health  a Sec- 
tion 1115  waiver-only  grant,  effective  September  2,  1980.  This 
three  year  demonstration  is  part  of  an  overall  effort  by  the  State  to 
improve  the  quality  of  care  provided  in  residential  health  care 
facilities  (RHCFs),  which  include  both  SNFs  and  ICFs. 
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Description 

The  objectives  of  this  project  are  to  simplify  and  streamline  the 
MR,  IPR,  and  Medicare  review  process  for  all  RHCFs  in  New  York 
State.  The  current  system  is  very  cumbersome,  particularly  when 
8,000  reviews  are  processed  per  week.  The  new  system  will  use  a 
screening  survey  (based  upon  the  screening  survey  developed  for 
the  Wisconsin  quality  of  care  project).  It  will  combine  a form  to  be 
filled  out  by  the  facility  with  a relatively  brief  form  to  be  filled  out 
by  the  reviewers  when  they  visit  the  facility.  This  latter  form  would 
reduce  the  number  of  items  for  the  SNF  survey  from  1,285  to  241 
and  the  ICF  requirement  from  780  to  223.  MR  and  IPR  will  be  com- 
bined into  a single  process.  The  first  stage  will  be  an  outcome- 
oriented  system  which  will  look  at  Sentinel  Health  Events  (SHEs). 
These  are  events  representing  a potential  failure  in  the  care  system. 
Examples  include  the  presence  of  bedsores,  urinary  tract  infections, 
and  contractures.  If  the  number  of  these  events  exceeds  a threshold 
(to  be  established  on  the  basis  of  the  patient  mix  and  the  facility), 
then  the  second  stage  of  the  proposal  will  be  initiated.  In  this  stage, 
a more  detailed  investigation  of  the  process  of  care  for  a sample  of 
patients  having  the  untoward  events  will  be  undertaken,  using 
specifically  designed  protocols  for  each  SHE. 

The  research  design  assesses  three  things:  (1)  the  review  of 
20  percent  of  the  facilities  requiring  intensive  surveys,  (2)  the  validity 
of  the  outcome-based  screening  and  the  process-based  follow  up, 
and  (3)  the  causes  of  deficiencies  in  the  new  process.  Finally,  it  will 
apply  various  statistical  measures  to  test  the  increased  efficiency  of 
the  new  system  over  the  old  one. 

Hypotheses  to  be  tested  include  the  following: 

• The  survey  emphasis  on  the  structural  measures  of  quality  of 
care  will  complement  the  outcomes/process  measures  of  the 
MR/IPR  to  more  clearly  define  the  causes  of  lack  of  facility 
compliance  with  State  and  Federal  regulations.  Corollaries  of 
this  hypothesis  are: 

— The  deficiencies  in  the  new  process  will  be  traced  to  under- 
lying causes  rather  than  symptoms  to  a greater  extent  in  the 
new  system  than  in  the  old. 

— The  plan  of  correction  filed  by  the  facilities  will  treat  under- 
lying causes  rather  than  symptoms  to  a greater  extent  in  the 
new  system. 

• Each  SHE  is  a reliable  measure. 

• The  SHEs  will  point  to  areas  of  poor  quality  care. 

• Different  reviewers  will  reach  the  same  decision  as  to  whether 
a Stage  II  review  is  needed. 
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• Stage  II  review  reliably  and  efficiently  documents  poor  quality 
care  when  compared  to  the  present  system. 

• The  new  system  will  document  more  problems  associated  with 
direct  patient  care  rather  than  indirect  factors  related  to  patient 
care. 

The  following  has  been  completed: 

1.  HCFA  attached  several  conditions  to  the  grant  award  and  these 
were  all  satisfactorily  met. 

2.  Two  field  tests  of  the  SHEs  have  been  completed.  They  resulted 
in  revisions  of  the  definitions  and  protocols  for  measuring  the 
SHEs. 

3.  A training  curriculum  for  surveyors  has  been  developed  and 
training  programs  have  been  evaluated  in  the  State. 

The  project  was  implemented  in  Albany,  Buffalo,  Rochester,  and 
Syracuse  in  July  1981  and  in  White  Plains  and  New  York  City  in 
October  1981. 

HCFA  will  select,  an  independent  evaluator  to  assess  the  project. 

Nursing  Home  Quality  Assurance  Project  (QAP) 

The  Wisconsin  Department  of  Health  and  Social  Services  is  in  the 
fourth  and  last  year  of  a Section  1115,  waiver-only  project  to  improve 
the  quality  of  care  in  nursing  homes  using  an  experimental  survey 
and  certification  methodology.  This  demonstration  is  based  on  the 
premise  that  the  State  should  reallocate  surveyor  time  so  that  more 
time  is  spent  in  nursing  homes  that  are  cited  as  having  deficiencies 
and  less  time  in  nursing  homes  providing  good  care. 

Project  Objectives 

The  primary  goal  of  the  project  is  to  improve  the  quality  of  care  in 
nursing  homes  in  the  demonstration  areas  using  cost-effective 
techniques  which  reallocate  the  State’s  resources. 

To  increase  the  efficiency  and  effectiveness  of  the  facility 
review  process,  QAP  does  the  following: 

• uses  a screening  technique  which  allows  teams  to  separate 
homes  into  three  categories:  homes  performing  well,  homes 
with  minor  problems  likely  to  be  resolved  with  consultation, 
and  homes  with  one  or  more  serious  problems  requiring  detailed 
analysis  for  possible  negative  action 

• omits  the  full  facility  survey  except  where  indicated  by  a history 
of  problems  or  after  using  the  new  facility  screening  technique 

• involves  nursing  home  administrators  and  rehabilitation  spe- 
cialists in  the  facility  survey  to  provide  a broader  base  of 
knowledge  for  the  evaluation 
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• trains  survey  staff  to  collect  data  which  will  hold  up  in  court 
when  negative  action  is  indicated 

• schedules  survey  visits  at  less  predictable  and  more  frequent 
intervals  to  collect  more  accurate  data. 

To  increase  the  efficiency  and  effectiveness  of  the  MR  and  IPR  of 
patient  care,  QAP: 

• uses  a statistical  quality  control  methodology  to  choose  a 
stratified  sample  of  patients  for  intensive  review,  rather  than 
performing  a cursory  review  of  all  patients  currently  in  the  home 

• reallocates  staff  time  to  comprehensively  evaluate  the  home’s 
system  for  identifying  and  meeting  patient  needs 

• omits  the  full  MR  and  IPR  survey  except  where  indicated  by  a 
history  of  patient  care  problems  or  after  using  the  new  patient 
sampling  technique 

• provides  feedback  to  the  facility  survey  by  citing  deficiencies 
and  documenting  cases  of  poor  patient  care  for  court  use. 

To  improve  the  quality  of  nursing  home  care  by  resolving  the 
problems  discovered  through  the  facility  survey  and  patient  review, 
QAP  has  done  the  following: 

• developed  criteria  for  quickly  choosing  corrective  actions  from 
a list  ranked  by  severity 

• added  new  options  to  the  list  of  correction/enforcement  actions, 
including  consulting  with  survey  team  members  and  contracting 
for  technical  assistance 

• provided  more  immediate  feedback  to  homes  detailing  deficient 
areas  of  patient  or  institutional  management,  especially  for 
homes  evaluated  as  needing  enforcement  action. 

Since  these  last  three  elements  ar'e  considered  essential  in  any 
quality  assurance  system,  they  are  used  in  both  control  and  experi- 
mental sites.  The  experimental  design  separates  the  effect  of  these 
changes  from  those  caused  by  the  experimental  facility  and  patient 
review  processes. 


Methodology 

The  Bureau  of  Quality  Compliance,  Wisconsin  Division  of  Health,  is 
demonstrating  two  new  approaches  to  the  control  of  quality  in 
nursing  homes.  These  approaches  deviate  from  traditional  State  and 
Federal  requirements.  The  first  requirement  is  that  a nursing  home 
be  evaluated  for  compliance  with  applicable  State  and  Federal 
regulations  at  least  annually.  The  second  requirement  is  that  every 
Medicaid  nursing  home  resident  be  evaluated  at  least  annually  for 
appropriateness  of  placement  and  level  of  care. 
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Facility  Screening 

In  place  of  existing  requirements  for  annual  surveys  of  nursing 
homes,  a screening  survey  to  quickly  identify  problems  in  critical 
areas  is  being  tested.  Further  action,  ranging  from  informal  consul- 
tation to  decertification,  is  taken  on  problems  found  during  screen- 
ing. The  time  saved  through  this  screening  process  is  used  to 
more  rigorously  pursue  enforcement  in  homes  that  are  endangering 
the  health  of  their  residents. 

Sampling  Patient  Review 

In  place  of  existing  requirements  for  reviewing  Medicaid  recipients 
in  nursing  homes,  a scientifically  chosen,  10  percent  sample  is  taken 
of  all  patients  in  the  home.  As  in  the  facility  screening,  decisions 
for  further  action  are  based  on  problems  found  during  the  careful 
review  of  this  sample.  State  surveyor  time  saved  by  not  examining 
all  patients  is  devoted  to  more  extensive  consultation  and  enforce- 
ment. 

In  July  1978,  during  the  first  phase  of  the  demonstration,  Wisconsin 
studied  122  facilities  (SNFs  and  ICFs)  in  a rural  area  using  a 2X2 
factorial  design  of  the  treatments,  facility  survey,  and  patient  evalua- 
tion. The  two  options  for  facility  “treatment”  are  the  old  full  survey 
and  the  new  screening  survey;  the  two  options  for  the  patient  “treat- 
ment” are  the  old  100  percent  medical  review  and  the  new  patient 
sampling  technique. 

In  the  second  phase  of  the  project,  Wisconsin  added  40  more 
homes  in  a large  urban  area  to  the  demonstration.  In  half  of  these 
nursing  homes,  the  screening  survey  and  patient  sampling  techniques 
were  used,  and  in  the  remaining  20,  the  old  full  survey  and  100 
percent  medical  review  were  carried  out.  In  addition,  another  20 
homes  were  selected  as  control  homes  in  the  urban  area. 

Two  additional  changes  were  made  in  the  second  year  which 
affected  the  demonstration  methodology.  First,  HCFA  approved  a 
waiver  of  the  Life  Safety  Code  so  that  a screening  survey  instrument 
could  be  used  by  the  engineer/architect.  Second,  HCFA’s  Health 
Standards  and  Quality  Bureau  agreed  to  accept  less  than  the  full 
report  for  Title  XVIII  certified  facilities,  which  permitted  their  in- 
clusion in  the  demonstration. 

In  the  last  phase  of  the  demonstration,  40  additional  facilities  were 
added  to  the  sample.  These  facilities  are  located  in  a mixed  rural/ 
urban  area  of  the  State.  The  methodology  has  been  slightly  changed 
in  the  last  phase  to  further  eliminate  the  possibility  of  surveyor 
bias.  In  these  areas,  separate  survey  teams  have  been  assigned  to 
each  treatment  cell.  One  team  uses  the  screening  survey  and 
patient  sampling  methodology,  and  the  other,  the  full  survey  and 
100  percent  patient  sampling. 
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With  this  last  expansion,  the  demonstration  project  includes 
31,000  residents/patients  and  281  (59  percent)  of  the  State’s  nursing 
homes. 

Findings  to  date  include  the  following: 

• The  total  time  for  survey  and  certification  visits  using  the  screen- 
ing survey  and  10  percent  sampling  of  patients  for  MR/IPR  is 
two  days  in  homes  of  100  beds  or  less,  while  the  traditional 
methods  in  homes  of  the  same  size  require  15  working  days. 

• The  State  survey  staff  and  nursing  home  administrators  and 
staff  have  positive  attitudes  about  the  screening  survey  and 
sampling  technique. 

• The  number  of  nursing  home  administrators  participating  in  the 
screening  surveys  has  increased  but  has  not  yet  reached  100 
percent. 

• Surveyors  are  making  increased  use  of  the  option  to  switch 
from  the  screening  survey  to  the  traditional  method.  The  most 
common  reasons  cited  are  a poor  survey  record,  a new 
administrator,  or  a new  director  of  nursing. 

• Surveyors  in  the  rural  districts  make  more  frequent  surprise 
visits  than  those  in  the  urban  areas. 

• Surveyors  using  the  new  methods  spend  proportionately  more 
time  on  facility  assessment  than  when  using  the  traditional 
method,  less  time  on  resident  assessment,  and  only  a slightly 
greater  proportion  of  time  on  follow-up. 

• When  the  new  methods  of  survey  and  certification  are  used, 
slightly  more  Class  A violations  (probability  of  death  or  injury  to 
a patient)  and  slightly  fewer  Class  B (direct  threat  to  health 
and  safety)  and  Class  C (does  not  threaten  health  and  safety) 
violations  were  found. 

• Surveyors  using  the  new  methods  more  frequently  use  a variety 
of  State  follow-up  actions,  that  is,  consultation,  special  advisor, 
and  return  to  follow-up. 

• A lower  percentage  of  patients  are  observed  to  be  at  an  in- 
correct level  of  care  using  the  sampling  methodology.  However, 
after  reviewing  the  history  of  facilities  in  the  study,  the  QAP 
findings  reflect  pre-existing  differences  in  these  homes. 

HCFA  awarded  a grant  for  an  independent  evaluation  of  the 
demonstration  to  the  University  of  Wisconsin  in  July  1980.  The 
final  report  will  be  submitted  in  the  summer  of  1982  and  the  inde- 
pendent evaluation  report  should  be  available  shortly  thereafter. 
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Chapter  VII 

The  Alternatives  Question 

by  Hans  C.  Palmer 


Rapid  escalation  in  the  costs  of  nursing  home  care,  social  services, 
and  health  care  have  renewed  interest  in  long-term  care  “alterna- 
tives.” These  cost-based  interests  have  reinforced  worries  about 
the  quality  of  life  in  institutions,  worries  caused  in  large  measure  by 
revelations  of  scandalous  conditions  in  many  nursing  homes.  In 
this  chapter  we  will  specify  issues  associated  with  differing  modes 
of  long-term  care  (LTC),  to  present  some  alternative  analytical 
approaches  to  assessing  the  relative  effectiveness  of  different  care 
modes,  and  raise  some  key  theoretical,  methodological,  and  em- 
pirical issues  about  the  quality  of  alternatives  research.  The  frame- 
work developed  here  will  provide  a basis  on  which  to  assess  other 
modes  of  LTC. 

Most  discussions  of  alternatives  in  LTC  emphasize  substitutes  for 
the  nursing  home,  with  special  emphasis  on  care  in  the  patient’s 
home.  For  example,  home  (health)  care  (HC)  has  been  projected  by 
many  analysts  and  public  figures  as  the  alternative  pattern  of  care, 
one  which  they  assert  is  more  natural,  more  satisfying  to  the 
patients  and  their  families,  and,  above  all,  cheaper  (Demkovich, 
1979).* 1  Actually,  the  term  “alternatives”  is  something  of  a misnomer 
and  may  carry  the  wrong  connotations.  Discussions  of  one  or 
another  mode  of  care  as  preferable  to  the  nursing  home  also  can 
pose  the  analytical  issues  incorrectly.  As  was  pointed  out  in 
Chapter  I,  analysts  and  policymakers  should  consider  a spectrum 
of  care  modes  rather  than  sets  of  either-or  alternatives.  Moreover, 
the  appropriate  spectrum  is  not  two-dimensional,  in  terms  of  one 
alternative  phasing  into  another  as  in  the  model  of  “progressive 
patient  care”  (a  patient  moving  from  more  to  less  institutionalized 
settings  in  definite  steps).  Instead  we  should  be  thinking  more  of 
a crystal  lattice  with  various  modes  of  care  linked  to  each  other  in 


I would  like  to  thank  Margaret  Stassen  for  her  many  helpful  suggestions 
for  this  chapter. 

1 Careful  analysis  of  the  alternatives  issue  shows  that  HC  may  not  be  the 
sole  solution  to  the  problem  of  long-term  care.  The  advocates  of  HC  may, 
however,  be  accurate  in  their  assertion  that  many  types  of  dependency  are 
created,  rather  than  relieved,  by  current  provision  of  long-term  care.  Their 
analysis  of  the  pro-institutional  biases  and  policy  foibles  of  present  legislation 
and  regulations  may  also  be  fairly  accurate. 
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a multi-dimensional  framework,  sometimes  as  substitutes,  sometimes 
as  complements,  sometimes  in  a progression.  In  this  sense,  home 
care,  for  example,  would  not  be  considered  just  as  an  alternative 
to  the  nursing  home.  It  could  also  be  a substitute  provider  of  routine 
services,  a low-care  complement  to  high-intensity  care  in  a skilled 
nursing  facility  (SNF),  and/or  a stage  in  a dependent  person’s 
movement  in  the  system  of  care. 

The  Range  of  Care  Options 

If  the  objectives  of  LTC  include  helping  individuals  cope  with 
their  disabilities,  reducing  their  dependencies  on  others,  and 
narrowing  the  gap  between  their  actual  and  potential  functional 
capabilities,  then  it  is  clear  that  the  nursing  home  is  not  the  only 
appropriate  site  of  care  (GAO,  1979).  LTC  services  (health,  social, 
and  income  support)  can  all  be  provided  in  the  home,  adult  day  care 
centers,  outpatient  ambulatory  care  facilities,  and,  in  cases  of 
great  disability  and/or  lack  of  major  social  supports,  the  nursing 
home  or  the  acute  hospital.  This  circumstance  has  led  many 
policymakers  and  analysts,  to  say  nothing  of  the  patients  and  their 
families,  to  ask:  Do  we  get  what  we  want  for  the  billions  in  public  and 
private  money  which  go  for  services  provided  in  nursing  homes  and 
acute  hospitals?  Are  there  better  ways  of  providing  care,  better  sites 
for  care  in  which  it  could  be  provided  more  cheaply  and  with 
greater  satisfaction  to  those  being  served?  These  question  motivate 
much  research  in  LTC  alternatives. 

LTC  sites  differ  in  the  types  of  care  they  provide,  or  they  offer  the 
same  actual  types  of  care  but  “package”  them  differently.  For 
example,  physical  therapy  (PT)  can  be  offered  in  the  home  by 
visiting  professionals  or  can  be  provided  in  a hospital  or  day  hospital 
setting.  Of  course,  some  technologies  are  unique  to  certain  settings; 
it  would  be  hard  to  imagine  offering  certain  types  of  mechanical  life 
support  outside  an  acute  general  hospital. 

Clearly,  the  sites  of  care  and  the  services  they  offer  can  operate 
as  substitutes  or  complements  in  a static  sense.  In  a dynamic  sense, 
they  can  serve  as  steps  or  sequences  in  a continuum  of  care  which 
may  begin  with  the  home,  involve  an  episode  of  hospitalization, 
find  the  patient  in  some  sort  of  extended  care  facility,  and  end  with 
the  patient  back  at  home  and  with  many  movements  back  and  forth 
as  in  the  lattice.  For  these  reasons,  it  is  inadequate  to  analyze  only 
HC,  or  any  other  individual  option,  merely  as  a substitute.  The  follow- 
ing examination  of  alternatives  will  accordingly  identify  sites  and 
services  from  a number  of  perspectives  to  analyze  costs  and  com- 
pare cost-effectiveness.  Because  the  nursing  home  is  the  dominant 
form  of  U.S.  institutional  LTC  provision,  absorbing  most  of  the 
official  resources  devoted  to  long-term  care,  much  of  what  follows 
will  compare  the  nursing  home  with  other  alternatives. 
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Why  Have  Alternatives? 

A major  purpose  of  LTC  is  to  enhance  the  quality  of  life  for 
recipients  and  their  families.  Presumably,  LTC  interventions  of  all 
types  relieve  the  effects  of  disease  or  injury,  enhance  or  maintain 
functional  capacities,  and  enrich  the  quality  of  life.  Many  advocates 
of  alternatives,  however,  assert  that  their  favorite  options  uniformly 
offer  advantages  over  more  institutionalized  care,  especially  that  in 
nursing  homes.  According  to  them,  patient  satisfaction  is  enhanced, 
and  costs  are  reduced,  because  alternatives  are  cost-effective  sub- 
stitutes for  nursing  homes  and/or  hospitals  and  because  they  may 
delay  institutional  admission. 

Although  LTC  alternatives  are  not  always  substitutes  for  the 
nursing  home,  the  possibilities  of  such  substitution  and  the  wide- 
spread advocacy  of  non-institutional  alternatives  force  consideration 
of  some  crucial  questions  about  purposes,  appropriateness,  and 
limits  to  use  from  a perspective  of  substitution  (Weissert,  1979).  The 
analysis  obviously  also  has  implications  beyond  substitution. 

Considering  the  purpose  of  alternatives  raises  questions  about 
which  populations  are  to  be  served.  Are  alternatives  to  be  con- 
sidered only  as  substitutes  for  nursing  home  care  or  might  they  not 
serve  as  replacements  for  other  forms  of  intervention,  such  as 
doctors’  visits?  Are  alternatives  to  be  targeted  only  for  the  popula- 
tion now  defined  as  eligible  for  care  in  SNFs  and  intermediate  care 
facilities  (ICFs),  or  should  other  categories  of  dependency  be 
considered?  If  alternatives  are  actually  complements  to  institutional 
care,  which  population  groups  should  receive  the  additional  care? 
Many  of  the  questions  relevant  to  purpose  relate,  as  well,  to  appropri- 
ateness, an  issue  which  touches  age  groups,  medical/functional/ 
psycho-social  conditions,  etc.  As  to  limits,  the  most  binding  are 
economic,  although  administrative,  bureaucratic,  and  political  ob- 
stacles may  be  as  constricting.  With  respect  to  costs,  the  key  issue 
is  really  that  of  trade-offs  between  cost-containment  and  the  desire 
to  have  effective  programs,  where  effectiveness  is  measured  in 
terms  of  the  attainment  of  outcomes.  Costs  also  impose  the  need  to 
choose  between  enhancing  quality  of  life  for  the  limited  number  of 
people  now  being  reached  by  various  types  of  care  and  the  desire 
to  extend  care  to  broader  reaches  of  the  community,  even  on  a very 
modest  basis.  So  also,  one  form  of  cost  reduction  may  increase 
other  costs.  For  example,  an  alternatives  program  might  enhance 
quality  of  care  and  life  at  the  cost  of  losing  much  of  the  family 
support  now  forthcoming  because  alternatives  are  limited  in  number 
and  accessibility.  Perhaps  the  most  troubling  aspect  of  cost  lies  in 
the  substitution  of  services  versus  their  augmentation,  an  aspect 
which  surfaces  explicitly  in  some  of  the  cost  analyses  surveyed  in 
following  sections. 
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Questions  of  costs  and  trade-offs  again  raise  some  of  the  central 
issues  of  appropriateness  versus  the  need  to  make  a cost-effective 
program  actually  operative.  As  Weissert  points  out  (1979),  if  cost- 
effective  limits  are  to  be  imposed,  alternatives  will  be  institutional 
substitutes,  and  the  alternatives  must  be  restricted  to  those  people 
who  would  probably  otherwise  be  institutionalized  and  who  would 
use  alternatives  if  offered. 

The  cost  constraint  raises  the  question  of  how  to  determine  the 
probabilities  of  institutionalization.  In  general,  older,  more  disabled, 
and  socially  isolated  people  are  more  likely  to  be  institutionalized, 
but  the  mere  appearance  of  these  characteristics  among  certain 
groups  still  does  not  allow  predictions  about  specific  individuals. 
Furthermore,  because  institutions  vary  greatly  in  their  services  and 
the  attributes  of  their  patient  populations  (even  though  the  institu- 
tions nominally  may  be  of  the  same  type),  and  because  all  vulner- 
able, elderly  people  are  high  users  of  care,  predictions  for  individ- 
uals based  on  group  characteristics  are  very  shaky  indeed.  In 
actuality,  there  is  no  way  to  protect  against  the  possibility  of  exclud- 
ing some  people  at  risk  of  institutionalization  from  alternatives,  just 
as  there  is  no  way  to  avoid  including  some  people  who  are  not  at 
risk.  These  constraints  do  not  preclude  trying  to  sort  people  into 
appropriate  groups  for  the  offer  or  non-offer  of  alternative  care. 
Rather,  as  in  the  case  of  nursing  homes,  they  indicate  that  much 
more  knowledge  is  needed  about  explanatory  and  predictive  factors 
linking  personal  characteristics  and  circumstances  to  vulnerability  to 
institutionalization  and  to  suitability  for  alternative  care. 


Cost  Analysis 

Because  we  are  dealing  with  a system  of  provision  that  is  largely 
publicly  financed,  access,  quality,  and  cost  are  of  special  importance 
in  connection  with  alternatives,  as  they  are  with  nursing  homes. 

Access  in  any  public  system  should  be  provided  to  all  persons 
defined  as  eligible  for  provision.  Quality  should  be  high  enough  to 
ensure  that  there  is  no  danger  to  life,  that  common  standards  of 
comfort  and  decency  are  maintained,  and  that  there  is  a reasonable 
expectation  that  the  services  provided  will  contribute  to  achieving 
an  intended  outcome,  such  as  the  elimination  of  an  acute  condition, 
the  improvement  of  function,  the  custodial  maintenance  of  a patient, 
etc.  Costs,  in  a general  sense,  should  fall  within  limits  set  by  the 
political  process  and  by  society’s  resources  and  should  yield  most 
benefit  for  the  amounts  expended.  (In  other  words,  it  should  be 
cost-effective.)  For  this  last  reason,  cost  measurement  (and  cost- 
effectiveness  or  cost  benefit  analysis)  has  assumed  special  im- 
portance in  most  of  the  studies  of  different  modalities  of  care. 
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These  cost  analyses  have  approached  the  cost  question  most  often 
via  the  cost  function.  Little  effort,  so  far,  has  been  devoted  to  the 
production  function  for  alternatives,  probably  because  of  the  difficulty 
of  identifying  the  appropriate  outputs.  Overall,  cost  function  analysis 
has  emphasized  the  effects  of  case-mix  (or  patient  characteristics), 
outcome  and  process  quality,  and  facility  characteristics.  To  be 
sure,  not  all  analyses  have  considered  all  of  these  factors,  while 
others  have  introduced  special  factors,  for  example,  focus  on  care 
for  a closely  defined  set  of  illnesses,  such  as  stroke,  neoplasms, 
senility,  etc.  In  general,  then,  analysis  of  alternatives  has  not  been 
as  sophisticated  as  that  for  the  nursing  home.  The  general  lack  of 
systematic  and  careful  economic  analysis  of  alternative  care  settings 
is  particularly  striking  in  the  heavily  researched  area  of  home  care, 
which  has  led  to  an  ongoing  program  at  the  University  of  Colorado 
Health  Services  Center  to  assess  the  cost-effectiveness  of  nursing 
homes  and  home  health  care  agencies. 

Cost-Effectiveness  and  Cost-Benefit 

Cost-effectiveness  is  a familiar  analysis  to  students  of  government 
policymaking  and  policy  choices  and,  increasingly,  to  the  policy- 
makers themselves.  As  Doherty  and  Hicks  point  out,  cost-effective- 
ness is  one  of  a set  of  techniques  (including  operations  research, 
cost-benefit  analysis,  and  cost-effectiveness  analysis)  which  employ 
engineering  concepts  and  the  theory  of  choice  as  developed  by 
economists  to  assist  decision-makers  in  choosing  among  possible 
alternatives  (Doherty  and  Hicks,  1975,  1977;  Doherty,  Segal,  and 
Hicks,  1978).  While  operations  research,  as  a study,  emphasizes  the 
determination  of  the  most  technically  efficient  methods  of  generat- 
ing outputs  from  inputs,  cost-benefit  and  cost-effectiveness  analyses 
introduce  notions  of  economic  efficiency  into  the  calculations,  so 
that  choices  can  be  framed  in  terms  of  alternatives  foregone,  that  is, 
the  opportunity  costs  of  choosing  one  course  of  action  rather  than 
another.  Since  policymakers  must  operate  within  specified  limits 
of  financial  and  physical  resources,  verifiable  and  manageable 
techniques  for  making  choices  offer  numerous  advantages. 

Cost-benefit  techniques  usually  frame  both  outcomes  and  costs  in 
terms  of  money.  By  calculating  the  ratios  between  monetarily  stated 
costs  and  benefits,  especially  at  the  margin  (or  when  a change  in 
levels  or  direction  of  efforts  is  indicated),  the  policy  chooser  can 
compare  among  programs,  selecting  the  most  gain  for  the  resources 
and  efforts  expended.  Two  ingredients  are  essential:  both  costs  and 
benefits  must  be  calculable  in  terms  of  money  or  some  other  common 
denominator,  and  the  potential  programs  must  bear  some  realistic 
relationship  to  the  problem  at  hand.  Because  not  all  benefits  may 
be  calculable  in  money  or  other  discrete  terms,  and  because  the 
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nature  of  the  benefits  or  outcomes  may  be  a conglomerate  of  many 
objectives,  analysts  and  policymakers  often  resort  to  cost-effective- 
ness analysis. 


Costs  and  Outcomes 

The  cost-effective  technique  does  not  always  require  a close 
specification  of  objectives  in  quantifiable  terms.  Rather,  it  may  in- 
volve the  specification  of  desired  objectives,  sometimes  in  qualitative 
terms,  which  then  are  to  be  attained  with  the  least  expenditure  of 
resources.  Because  the  objectives  merely  have  to  be  identified  rather 
than  quantified,  the  cost  effectiveness  technique  is  very  useful  when 
there  are  social  goals  or  outcomes  not  specifiable  in  economic  or 
monetary  terms.  This  is  presumably  the  case  with  LTC  for  the 
elderly,  where  many  outcomes  may  not  yield  an  economic  payoff 
(for  example,  in  the  sense  of  restoring  someone  to  a wage-earning 
job)  but  rather  generate  intangible  and  personal  outcomes  such 
as  increased  independence,  improved  family  feeling,  and  a better 
“quality  of  life”  (Grimaldi  and  Sullivan,  1981).  Some  of  the  outcomes 
of  long-term  care,  however,  are  more  closely  quantifiable.  For 
example,  changes  in  functional  condition  or  mental  acuity  are  clearly 
measurable;  yet  even  in  these  instances,  comparisons  or  progress 
may  have  to  be  measured  in  ordinal  rather  than  cardinal  terms. 

Doherty’s  and  Hicks’  model  (1975)  of  the  cost-effectiveness  method 
results  in  a list  of  seven  requirements  for  a successful  analysis: 

1)  identifying  alternative  programs  and  their  objectives, 

2)  constructing  models  of  these  programs, 

3)  establishing  outcome  and  cost  models, 

4)  applying  outcome  and  cost  models, 

5)  arraying  the  results  of  the  application  of  these  models  in  out- 
come/cost ratios, 

6)  applying  decision-making  rules  subject  to  program  goals, 
objectives,  and  constraints,  and 

7)  arraying  alternatives  in  order  of  preference. 

The  first  and  third  requirements  are  the  most  important,  since  they 
capture  the  essence  of  the  choices  to  be  made.  The  other  questions 
are  mostly  process-oriented,  although  they  must  be  answered  to 
analyze  cost-effectiveness. 

Specifying  Outcomes 

Specifying  and  quantifying  desired  outcomes  for  long-term  care 
may  be  quite  difficult.2  As  Doherty  and  Hicks  point  out,  health  and 

2 In  fact,  the  degree  of  such  difficulty,  stemming  partly  from  the  multi- 
faceted nature  of  long-term  care  dependency,  has  led  Sonia  Conly  to 
question  the  appropriateness  of  cost-effectiveness  or  cost-benefit  analysis 
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well-being  include  numerous  dimensions  of  physical,  social,  and 
psychological  conditions,  considerations  especially  relevant  in  LTC. 
This  circumstance  heightens  the  need  to  simplify  the  outcomes 
specification  and  to  make  it  as  explicit  as  possible  in  operational 
terms.  The  specification  must  be  decided  prior  to  investigating  the 
cost-effectiveness  of  the  project(s);  otherwise  both  the  data  collec- 
tion and  analyses  become  the  subject  of  quarrels  among  investi- 
gators and  skepticism  among  the  audience. 

Despite  the  need  for  clarity  and  simplicity  in  specification,  the 
analyst  must  avoid  trying  to  gather  all  of  the  facets  of  concern  into 
a single  indicator.  For  that  reason,  it  is  necessary  to  specify  a small 
number  of  outcome  areas,  leaving  the  relative  weights  to  a later  stage 
of  the  analysis  or  to  those  who  make  policy.  In  LTC  for  example,  a 
favorite  approach  is  to  specify  changes  in  functional  ability  (the 
ability  to  bathe,  dress,  feed  oneself,  etc.),  changes  in  instrumental 
functional  ability  (the  ability  to  shop,  use  a telephone,  manage  a 
checkbook,  etc.),  and  changes  in  psychological  status  as  evidence 
of  outcomes.  However,  since  research  from  demonstration  projects 
has  not  shown  much  improvement  in  functional  abilities  as  a result 
of  most  LTC  services,  functional  outcome  measures  could  probably 
be  supplanted  or  complemented  by  other  indicators  to  get  a better 
picture  of  progress  towards  outcomes.  For  example,  client  or  family 
satisfaction  could  be  useful,  especially  in  connection  with  less 
medically-oriented  services.  One  implication  of  adding  satisfaction 
measures  to  the  set  of  outcome  indicators  may  be  that  less  costly 
support  services  (telephone  checking,  visiting,  etc.)  turn  out  to  be 
more  cost-effective  in  terms  of  quality-of-life  than  more  costly, 
medically-oriented  services.  Of  course,  who  makes  the  choices  for 
the  individual  and  who  decides  the  weights  of  various  types  of  out- 
comes still  must  be  addressed  as  political  questions  (Stassen  and 
Holahan,  1981). 

One  danger  of  aggregating  too  many  separate  outcomes  stems 
from  the  ordinal  results  generated  by  many  of  the  indicators.  In 
many  cases,  for  example,  on  the  Katz  scale  for  assessing  the  ability 
to  cope  with  the  activities  of  daily  living  (ADL),  the  scores  reflect 
the  presence  or  absence  of  certain  capacities.  The  Katz  system 
rates  clients  in  terms  of  six  levels  of  disability,  but  a score  twice  as 
large  does  not  necessarily  denote  twice  as  much  disability.  Rather, 
it  suggests  a larger  number  of  categories  of  incapacity.  Nonetheless, 


for  evaluating  and  making  decisions  about  alternative  care  modes.  (See, 
“Critical  Review  of  Research  on  Long-Term  Care  Alternatives,”  DHEW,  Office 
of  the  Assistant  Secretary  for  Planning  and  Evaluation,  June  1977,  pp.  1 1 l-6ff.) 
Conly  offers,  instead,  a program  of  analysis  which  presumably  allows  con- 
sideration of  multiple  objectives  in  terms  of  social  costs  and  indicators  of 
success.  In  operational  terms,  however,  her  approach  appears  similar  to 
cost-effectiveness  analysis  but  with  a stronger  social  component. 
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one  is  tempted  to  add  the  scores  on  various  disability  measures  in 
search  of  some  composite  measure  of  disability. 

In  framing  any  set  of  outcome  measures,  one  must  also  avoid  a 
“fallacy  of  composition,”  that  is,  outcomes  for  individuals  may  not 
necessarily  be  applicable  to  the  groups  to  which  the  individual 
belongs.  Given  the  objectives  of  social  policy,  an  intervention  may 
be  judged  more  desirable  for  an  individual  than  for  a group,  and 
vice-versa.  Thus,  outcomes  do  not  necessarily  have  to  be  specified 
solely  in  individual  terms.  As  a result,  cost-effectiveness  measures 
based  on  outcomes  may  be  misleading  when  assessing  group  effects. 
For  example,  heavy  doses  of  home  care  may  be  cost-effective  for  an 
individual  when  compared  to  nursing  home  care.  When  considering 
groups,  however,  nursing  homes  may  enjoy  some  economies  of 
scale  or  other  cost  advantages  which  make  them  the  cost-effective 
choice.  The  preferred  strategy  would  then  reflect  the  relative  weights 
given  to  the  satisfaction  of  the  individual  versus  the  group  and 
possibly  the  relative  weights  assigned  client/family  satisfaction 
versus  maintenance  of  functional  ability. 

Although  the  point  is  emphasized  elsewhere,  it  must  be  repeated 
that  any  specification  and  measurement  of  outcomes  must  be 
logically,  and  clearly  linked  to  the  interventions  being  compared. 

At  a very  fundamental  conceptual  level,  we  must  also  recognize 
that  much  cost-effectiveness  analysis  may  just  be  accepting  the 
traditional  policy  and  intervention  variables.  In  LTC,  this  can 
involve  an  analysis  based  on  functional  or  satisfaction  measures  of 
the  types  just  discussed,  or  it  may,  at  a more  elemental  level,  seek 
to  identify  the  cheapest  manner  of  providing  something  simply 
known  as  “care.”  However,  if  cost-effectiveness  is  to  develop, 
especially  as  an  alternative  to  cost-benefit  analysis  (mainly  because 
of  the  difficulty  of  quantifying  outcomes  in  common  terms),  then  it 
must  be  sharpened.  This  may  well  demand  conceiving  new  types  of 
outcomes,  defining  new  outcomes  measures,  and  developing  new 
methods  of  measuring  outcomes  with  respect  to  those  newly  defined 
outcomes.  Such  new  outcomes  could  be  linked  to  increased  inde- 
pendence, improved  family  feeling,  and  a better  quality  of  life.  These 
conceptual  and  definitional  tasks  still  remain  before  us  (Stassen  and 
Holahan,  1981). 

Many  Costs  and  Services 

Costs  appear  to  cause  fewer  difficulties  to  the  analyst  than  do 
benefits,  but  they  still  create  a number  of  definition  and  calculation 
problems.  For  example,  revenue-based  expenditures  must  be  dis- 
tinguished from  the  actual  costs  of  producing  care.  Frequently, 
policy  analysts  will  focus  solely  on  the  expenditures  of  government 
revenues;  yet,  to  society,  the  costs  of  maintaining  a program  of 
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support  may  considerably  exceed  direct  funding  allocations  from 
public  money  (Grimaldi  and  Sullivan,  1981). 

In  this  vein,  Grimaldi  and  Sullivan  (1981)  citing  the  1977  GAO 
study  on  home  care,  note  that  informal  (largely  family)  care  accounts 
for  more  than  one-half  of  care  costs  at  all  levels  of  impairment  and 
for  more  than  80  percent  of  care  for  the  extremely  impaired.  They 
also  question  the  claims  of  the  Minnesota  Age  and  Opportunity 
Center  (MAOC)  of  being  a cost-effective  alternative  to  nursing  homes 
on  the  grounds  that  1)  MAOC  only  considered  governmental  outlays 
and  not  family  costs  or  rent  paid  while  living  in  the  community, 
2)  not  all  medical  costs  were  added  in,  especially  those  from  sub- 
sidized inputs,  3)  the  true  value  of  volunteer  costs  was  understated, 
and  4)  MAOC  subtracted  both  the  patients’  incomes  above  $25  per 
month  from  nursing  home  costs  (on  the  grounds  that  these  had  to  be 
paid  by  the  patients  and  thus  reduced  government  budgeted  costs) 
and  the  patients’  contributions  to  meals-on-wheels  provided  as  part 
of  home  care  programs  (on  the  same  grounds).  In  both  cases, 
contributions  from  clients  were  part  of  the  costs  to  society,  even 
though  not  to  the  government. 

Actually,  there  are  many  sets  of  costs  associated  with  supporting 
an  elderly  person  in  the  community.  Doherty  and  Hicks  (1975) 
distinguish  three  sets  of  care  costs  which  do  not  always  reveal 
themselves  in  cost  studies.  In  providing  HC,  for  example,  there  are 
the  direct  costs  of  providing  the  health-related  services  to  the  patient. 
Second,  there  may  be  health-related  costs  which  are  picked  up  by 
the  patients,  families,  or  friends,  and  which  are  not  supported  by 
external  funding. 

Third,  there  are  personal  living  expenditures  for  the  patient  and 
the  family.  These  are  especially  important  when  comparing  home 
care  with  nursing  homes,  in  which  room  and  board  are  part  of  the 
total  cost. 

These  extraordinary  costs  can  also  be  viewed  from  the  perspec- 
tives of  the  community,  the  socio-medical  services  system,  and  the 
family.  Again  with  respect  to  home  care,  there  may  be  additional 
social  services  and  family  costs  to  bring  in  supports  not  provided  by 
Medicare  and  Medicaid.  Among  the  former  might  be  an  additional 
social  worker  to  help  a family  cope  with  the  presence  of  a difficult 
older  person;  among  the  latter  one  might  find  the  foregone  earnings 
of  family  members  who  stayed  home  to  care  for  an  elder,  or  whose 
productivity  was  reduced  by  the  caring  effort  and  by  associated 
psychological  strain.  (See  the  work  of  Grad  and  Sainsbury  on  home 
maintenance  of  mental  patients  in  Britain  in  this  connection.) 

Grimaldi  and  Sullivan  (1981)  also  have  cautioned  against  a costing 
approach  based  on  too  narrow  definitions.  They  assert  that  analysis 
must  distinguish  among  total  costs,  total  fixed  costs,  and  total 
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variable  costs.  Even  when  these  categories  are  adequately  defined 
analytically,  there  is  a danger  that  some  costs  deemed  variable 
might  actually  be  fixed,  and  vice-versa.  For  example,  the  cost  of 
salaried  personnel  paid  on  a yearly  basis  might  be  listed  as  a 
variable  labor  cost.  The  marginal  (additional)  care  costs  of  certain 
types  of  patients/clients  may  also  differ,  yet  the  analysts  may  assume 
that  all  categories  have  the  same  costs.  This  is  particularly  a 
problem  when,  for  example,  HC  is  analyzed  as  an  alternative  for 
patients  discharged  from  nursing  homes.  In  this  case,  the  discharged 
patients  may  have  actually  been  cheaper  to  serve  as  residents  in  the 
nursing  home  than  those  who  remain,  so  the  saving  in  discharging 
the  former  to  HC  may  be  lower  than  claimed.  In  like  manner, 
newly  eligible  patients  may  be  more  costly  to  serve  than  presently 
eligible  persons,  possibly  because  of  start-up  costs  associated  with 
processing  the  former. 

According  to  Grimaldi  and  Sullivan,  proper  costing  analyses  must 
be  certain  that  alternatives  characterized  as  substitutes  are  not 
actually  complements  (and  vice-versa).  Likewise,  they  assert  that 
correct  substitutes  must  be  chosen.  For  example,  the  substitute  for 
nursing  home  care  may  not  be  home  care  but  rather  intermediate 
care  or  domiciliary  care  of  lower  intensity.  Furthermore,  they  warn 
against  uncritical  use  of  input  costs  as  proxies  for  care  costs,  since 
inputs  may  vary  in  definitions  of  input  units,  intensities  of  input  uses, 
patients  actually  benefited  from  use  of  a given  input,  and  non- 
comparability of  input  units. 

A Service  Packages  Model 

David  Dellinger  of  Duke  University  has  developed  a systemic 
model  for  the  analysis  of  costs  (1975).  It  examines  the  interactions 
of  demanders  and  suppliers,  focusing  on  the  structures  within  which 
care  is  provided  and  by  whom  it  is  financed.  (See  Figure  VII-1.)3 

If  the  choice  of  service  site  and  modality  is  to  be  considered  as 
an  economic  problem,  Dellinger  argues  that  proper  economic  de- 
cisions can  be  made  only  if  the  costs  of  the  services  provided  to  the 
elderly  (or  any  other  target  group)  are  compared  to  the  value  of 
those  services  to  the  elderly  and  to  the  society.  (He  does  not 
explicitly  consider  the  externalities  question,  but  the  flavor  of  his 
analysis  suggests  that  it  is  to  be  included.)  These  costs  and  values 
will  be  generated  by  the  combination  of  service  packages  and 
associated  technology  which  will  require  resources  to  produce 
services  and  the  satisfactions  they  yield.  Service  packages  relate  to 
individuals  who  require  help  rather  than  to  particular  producers  of 


3 Outcomes  and  dependency  levels  were  determined  in  accordance  with 
the  Duke  OARS  analysis  and  assessment  instrument. 
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FIGURE  VIM 
Schematic  of  Model 


Resources 
Personnel — ► 

Dollars ► 

Facilities — ► 
Equipment-^ 


Service  Generator 

Department  ol  Social  Services 
Social  Security  Administration 
Community  Mental  Health  Clinic 
Department  ol  Public  Health 
Coordinating  Council  lor  Senior  Citizens 
Family  Counseling  Service 
Legal  Aid  Clinic 

State  Division  ol  Vocational  Rehabilitate 
Durham  Housing  Authority 


Medicare 
John  Unstead  Hospital 
Older  Americans  Resources 


Transportation 
Social/Recreation 
Remedial  Training 
Mental  Health 
Psychotropic  Drugs 
■Personal  Care 
Nursing  Care 
Medical 

^.Physical  Therapy 

Continuous  Supervision 
Checking 

Relocation  and  Placement 
Homemaker-Household 
Meal  Preparation 
Financial  Assistance 
Coordination,  Information, 
Referral 


Population 

Profile 


Assignment 


Technology 

Matrix 


Population 

Profile 


Estimate  of  population  by 
patient  state 


Assign  service  packages 
to  patients 


Changes  in  patient  states 
resulting  from  interventlor 


Resulting  population  by 
ending  patient  states 


L 


Source:  Delinger,  David  C.,  “Guidelines  for  Estimating  the  Cost  of  Service  Packages  for  the  Chronically  Impaired."  (Apendixes  omitted),  Durham, 
Duke  University  Graduate  School  of  Business  Administration,  July  1975,  p.  1-3 
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services  (many  different  producers  can  provide  the  same  type  of 
service)  or  to  the  place  of  residence  of  either  the  producer  or  client. 
Balancing  value  and  cost  leads  to  the  determination  of  funding 
levels  for  specific  types  of  care  and  the  choice  of  service  outputs 
within  the  funding  limits. 

In  view  of  these  considerations,  the  objectives  of  cost  analysis 
are  to  estimate  the  future  costs  of  service  packages  yet  to  be  pro- 
vided, the  social  opportunity  costs  of  providing  specified  services  in 
a given  manner,  the  supply  function  of  a capable  producer,  and  the 
costs  in  terms  of  the  use  of  physical  resources,  which  can  then  be 
translated  into  money  terms.  The  last  proposition  is  important 
because  of  the  distortion  which  existing  institutional  factors,  espec- 
ially the  payment  mechanism,  may  introduce  into  the  analyses. 
Overall,  those  producers  and  technologies  which  yield  lowest  costs 
to  achieve  a given  level  of  outcomes  should  be  chosen. 

In  the  Dellinger  model,  costs  of  given  service  packages  are  a 
function  of  the  numbers  of  particular  service  packages  to  be  pro- 
duced (for  example,  nursing  care),  the  nature  of  the  institutions 
producing  them  (such  as  a nursing  home  or  a home  health  agency), 
the  identity  of  the  particular  institution  responsible  (the  XYZ  Nursing 
Home),  and  the  other  products  of  the  specified  institution  (XYZ’s 
home  chore  services,  acute  level  hospital  procedures,  etc.).  Amounts 
of  output  are  relevant  not  only  because  of  effects  on  total  costs,  but 
also  because  average  and  marginal  costs  may  be  affected  by 
economies  of  scale  in  output  production  and  in  the  use  and/or 
production  of  inputs.  The  type  of  institution  is  significant  because 
of  the  effect  of  a particular  organizational  structure,  while  other 
products  of  the  institution  may  influence  costs  as  a result  of  high 
cost  outputs,  such  as  available  medical  care. 

A number  of  potential  problems  can  create  major  analytical 
difficulties.  First,  the  allocation  of  clients  among  producing  units 
can  alter  the  organizational  structure  of  producers  and  thus  their 
cost  functions,  especially  if  economies  or  diseconomies  of  scale  are 
present.  Similarly,  producers  may  contract  with  specific  suppliers 
of  inputs  who  cannot  adjust  to  sudden  increased  demands.  Some  of 
these  suppliers  are  specialized  for  certain  types  of  institutions 
(hospital  laundry  supply  services,  for  example),  even  though  their 
products  are  not  unique.  This  type  of  problem  is  especially  awk- 
ward if  new  Federal  programs  create  a larger  demand  for  specific 
types  of  service  packages.  Often  this  circumstance  will  dictate 
financial  outcomes  different  from  real  resource  use  outcomes,  so 
it  is  better  to  assess  resource  rather  than  money  cost  effects, 
particularly  if  the  reallocations  of  clients  are  to  be  permanent. 

The  problem  of  institutional  definition  also  arises.  Often  large 
“equivalence  classes”  or  categories  of  producers  must  be  employed 
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for  policy  and  analytical  convenience.  For  example,  Federal  reim- 
bursement rules  use  the  SNF/ICF  dichotomy  to  determine  level  of 
care  (level  of  service  intensity)  in  cost-related  reimbursement 
formulae.  These  groupings  may  be  too  broad,  concealing  actual 
differences  in  the  nature  of  service  packages.  In  the  long  run,  these 
differences  may  be  eroded;  in  the  short  run,  they  probably  will  not. 
Perhaps  the  main  equivalence  class  problem  arises  in  connection 
with  private  homes  as  the  site  of  HC.  All  homes  are  not  the  same 
for  these  purposes.  Indeed,  differences  in  size,  amenities,  internal 
arrangements,  capacity  for  stress,  and  level  of  family  support  may 
account  for  much  of  the  success  or  failure  of  identical  HC  programs 
in  ministering  to  similar  patients. 

Cost  analyses  of  service  packages  can  founder  on  the  familiar 
problem  of  joint  costing.  For  example,  if  there  is  both  a baby  and  a 
dependent  elder  to  be  cared  for,  a relative  or  even  a home  health 
service  may  find  that  the  marginal  cost  of  taking  care  of  one,  given 
the  presence  of  the  other,  is  negligible.  The  analytical  problem  of 
costing  for  policy  purposes  in  such  cases  is  formidable. 

In  view  of  these  considerations,  Dellinger  offers  a number  of 
guidelines  for  conducting  costing  studies.  Where  possible,  one 
should  develop  cost  functions,  rather  than  point  estimates  of  costs, 
since  the  latter  provide  little  help  in  predicting  the  results  of  changed 
circumstances.  The  cost  functions,  to  be  of  maximum  use,  must 
allow  for  the  nature  of  the  service  packages  to  be  produced,  the 
numbers  actually  produced,  and  the  intended  levels  of  output.  Market 
structures  are  important,  since  they  affect  suppliers’  behavior,  the 
costs  of  changing  from  one  type  of  service  package  to  another,  and 
the  availability  of  inputs.  Although  such  structural  influences  are 
important  for  the  behavior  of  suppliers,  real  resource  costs  should  be 
sought  if  the  social  opportunity  costs  are  to  be  accurately  assessed. 
Definitions  of  equivalence  classes  must  be  precise.  Simultaneously, 
differences  among  those  classes  must  be  distinguished  from  differ- 
ences in  managerial  style.  One  may  generate  actual  differences  in 
costs  because  of  fundamental  differences  in  production  functions, 
etc.,  yet  the  cost  differentials  may  be  artifacts  of  personality  or 
organizational  history,  which  change  only  over  time. 

Although  Dellinger’s  methodology  of  analysis  is  highly  abstract  and 
ambitious  in  its  standards,  his  approach  provides  some  important 
guidance  for'the  cost  analyst  who  should,  in  theory,  follow  the  recipe 
provided  or  at  least  try  to  make  some  defensible  substitutions  for 
the  desired  types  of  data  which  may  not  exist. 

Dellinger  emphasized  data  and  methodological  issues  as  he 
attempted  to  apply  the  specified  cost  analysis  to  18  dependent 
elderly  in  Durham,  North  Carolina  to  assess  the  private  home  as  a 
provider  of  service  packages.  He  initially  analyzed  the  parts  of 
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service  packages  provided  from  inside  and  outside  the  household. 
Dellinger’s  definition  of  household  production  was  anything  used  in 
the  home  which  was  made  or  purchased  with  household  resources. 
He  excluded  services  produced  by  the  dependent  person  for  her/ 
himself  and  any  routine  household  chores  which  the  household 
would  provide  without  the  presence  of  the  dependent  person. 

Thus,  the  provision  was  that  of  care  or  extraordinary  personal 
services  which  members  of  households  would  not  routinely  provide 
to  each  other.  The  admittedly  preliminary  findings  showed  that  10 
of  the  18  dependent  elderly  in  the  survey  received  household- 
generated, non-supervisory  services;  all  10  were  supervised  by 
members  of  their  households,  who  offered  this  service  jointly  with 
other  services.  The  most  common  services  provided  by  family  and 
friends  outside  the  household  were  nursing,  home  chore  aid,  trans- 
portation and  checking,  but  these  were  only  provided  in  four  cases. 
Very  importantly,  family  and  friends  outside  the  household  did  not 
provide  much  help,  suggesting  that  the  “relevant  other”  has  to  be 
close  by  to  make  much  difference.  Although  Dellinger’s  data  relate 
to  few  care  recipients,  they  shed  light  on  sources  of  service.  The 
experiment  also  indicates  the  nature  and  complexity  of  the  service 
costing  which  must  take  place  to  develop  valid  cost  analyses. 

Secondary  and  Tertiary  Costs 

William  Poliak,  in  a study  for  the  Urban  Institute  (1973),  has 
extended  the  concepts  of  relevant  costs  to  explicitly  embrace  the 
issues  of  secondary  and  tertiary  costs,  as  well  as  the  extraordinary 
family  and  community  costs  just  considered.  His  argument,  like 
those  of  Doherty  et  at,  Grimaldi  and  Sullivan,  and  Dellinger,  is  that 
cost  calculations  should  include  all  costs,  regardless  of  how  such 
costs  are  distributed.  Costs  to  Poliak  are  a function  of  family  status, 
level  of  functional  competence,  and  quality  of  care  provided. 
Clearly,  these  factors  determine  the  parameters  of  the  service 
packages  defined  by  Dellinger.  In  the  specifics  of  costs,  Poliak 
includes  housing,  nutrition,  supervision,  environmental  hygiene, 
personal  care,  transportation,  recreation,  medical  care,  and  mis- 
cellaneous small  or  patient-specific  items. 

Among  the  more  important  (and  difficult)  costing  questions  are 
those  associated  with  the  attribution  for  rent  or  cost  of  housing 
space,  especially  in  owner-occupied  housing,  when  considering 
provision  of  home  care.  The  key  question  is  how  to  account  for  the 
equivalent  of  the  housing  services  which  a nursing  home  by  its 
very  nature  provides.  The  need  to  provide  shelter,  whatever  the 
care  site,  suggests  that  some  attribution  must  be  made  for  housing 
costs,  even  if  there  is  only  a “shadow  price”  or  presumptive  basis 
for  costing. 
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The  shadow  price  question  is  even  more  taxing  when  evaluating 
the  services  of  volunteers  and  family  members.  Although  volunteers 
may  provide  valuable  services  through  their  labor,  it  might  be  argued 
that  such  labor  is  socially  costless,  since  volunteers  presumably 
gain  utility  or  satisfaction  from  their  efforts.  These  utility  gains 
supposedly  compensate  for  any  income  foregone  by  not  engaging 
in  paid  work.  On  the  other  hand,  if  volunteers  are  used  in  one 
setting,  they  cannot  be  used  in  another,  so  there  is  an  opportunity 
cost  of  their  services.  (After  all,  there  are  never  as  many  volunteers 
as  one  wants!)  In  addition,  Poliak  argues  that  many  volunteer 
programs  contain  the  germs  of  much  larger  programs  which  may 
require  the  services  of  paid  staff  (as  has  happened  with,  for  instance, 
the  American  Red  Cross).  If  that  change  is  expected,  it  is  all  the 
more  important  to  use  the  cost  of  labor  which  would  have  to  be 
paid  if  volunteers  were  not  available.  Otherwise,  volunteers  are 
overused  or  not  used  rationally. 

Poliak  applied  his  costing  logic  to  a number  of  specific  circum- 
stances, among  them  foster  family  care  and  family-provided  home 
care.  In  the  case  of  foster  families,  one  could  assert  that  the  true 
costs  of  care  are  measured  by  payments  to  the  foster  families  from 
the  paying  source,  since  foster  families  presumably  balance  their 
gains  and  costs  in  deciding  to  participate.  However,  the  present 
system  of  foster  care  is,  in  many  cases,  highly  unstable,  with  elderly 
people  being  shunted  from  one  family  to  another.  Therefore,  one 
can  reasonably  argue  that  the  true  cost  of  a more  stable  system 
would  be  higher  than  is  the  present  cost.  Also,  the  supply  of  foster 
care  may  only  be  expandable  (in  the  face,  say,  of  an  expansion  in 
major,  publicly-financed  care  programs)  at  increasing  (marginal) 
cost.  This  would  be  especially  true  if  an  expanded  system  drew  in 
increasingly  impaired  patients.  Poliak,  in  effect,  is  calling  for  more 
research  on  foster  family  supply  curves  for  care.  The  same  impera- 
tive applies  to  the  supply  of  volunteer  care. 

The  proper  costing  of  family  services  might,  by  contrast,  appear 
quite  straightforward.  That  is,  one  could  impute  the  costs  of  family 
services  as  the  income  lost  because  of  staying  home  to  take  care 
of  an  elderly  family  member.  This  simplicity  is,  however,  illusory  for 
two  reasons.  First,  the  helping  family  member  may  not  have  been 
employed,  hence  not  incurring  any  opportunity  costs.  Second,  there 
may  be  some  gain  to  the  “relevant  other”  family  member  or  friend 
which  reduces  the  loss  which  may  be  experienced  by  foregoing  paid 
labor.  Poliak  concludes  that  the  proper  rate  of  imputed  labor  cost 
in  this  case  would  be  greater  than  zero  but  less  than  the  market 
wage  for  the  type  of  labor  provided.  The  level  is  not  clear.  Note 
that  in  imputing  the  costs  of  family  care,  one  must  avoid  the  double 
counting  which  would  occur  if  both  foregone  earnings  and  the 
imputed  value  of  family  caring  activities  were  added  in.  If  a family 
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member  works  at  home  to  give  care,  that  work,  in  a theoretical 
sense,  should  be  construed  as  having  a cost  equivalent  to  the  work 
income  foregone.  Alternatively,  that  effort  could  be  costed  at  the 
prices  paid  to  agencies  in  the  community  which  provide  equivalent 
services.  Both,  however,  cannot  be  done.  The  nascent  theory  of 
family  labor  supply,  coupled  with  empirical  econometric  work,  pro- 
vides the  basis  for  some  urgently  needed  research,  particularly  if 
home-based  services  may  be  expanded. 

Costs  and  Impairments 

One  of  Poliak’s  main  contributions  to  the  discussion  of  care  costs 
is  his  systematic  analysis  of  the  relationship  between  the  costs  of 
care  and  the  level  of  impairment.  This  issue  has  been  analyzed  in 
connection  with  nursing  home  costs  where  patient  characteristics 
were  recognized  as  an  argument  in  the  cost  and  production  functions. 
In  Poliak’s  models  for  assessing  the  costs  of  alternatives  in  a cost- 
effectiveness  mode,  patient  impairment  level  is  joined  with  (at- 
tempted) quality  of  care  in  a given  care  setting  to  determine  cost  per 
client  per  day.  Figure  VI 1-2,  which  generates  a “cost  surface,’’  all 
points  corresponding  to  combinations  of  impairment  and  quality,  pre- 
sents his  argument.  The  diagram  measures  quality  on  one  axis  and 
impairment  on  the  other.  For  each  impairment  level,  different  quali- 
ties of  care  yield  differing  costs,  and  vice-versa.  Note  that  a different 
surface  can  be  generated  for  each  different  type  of  care  setting. 
Note  also  that  the  cost-effectiveness  comparison  enters  the  scene  in 
terms  of  the  specified  desired  outcomes  of  any  given  care  regimen. 
Desired  outcomes  can  thus  be  explicitly  included. 

The  cost-quality-impairment  surfaces  can  be  “sliced”  at  any  point 
on  the  quality  or  impairment  axis  to  show  changes  in  costs  for,  say, 
changes  in  impairment.  Poliak  shows  such  a slice  (assuming 
quality  constant)  as  a curve  linking  cost  of  care  to  level  of  impair- 
ment. The  cost  surfaces  of  a number  of  care  sites  may  generate 
such  curves,  allowing  cost  comparisons  to  be  drawn  at  a given 
quality  level  between  or  among  care  sites.  For  a given  level  of 
quality  (measured  as  process,  outcome,  or  some  weighted  combina- 
tion of  both)  of  care,  the  costs  of  caring  for  patients  with  differing 
levels  of  impairment  can  be  directly  compared  between  care  sites. 
(See  Figures  VII— 3 and  VI 1—4.)  The  individual  curves  and  the  com- 
parisons using  curves  from  two  or  more  care  sites  have  become 
quite  familiar,  forming  a basis  for  comparative  cost  studies.  (See 
the  General  Accounting  Office’s  analysis  of  home  care  services  in 
Cleveland;  1977,  1979.  See  also  Jay  Greenberg’s  1974  study  of 
Minnesota  alternative  care  sites.)  Using  Poliak’s  graphic  comparison 
and  following  his  method  of  comparing  costs  based  on  quality  and 
impairment,  one  may  avoid  the  pitfalls  of  relying  on  single  number 
comparisons,  which  implicitly  hold  both  of  these  variables  constant 
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FIGURE  VII-2 

Cost  of  Care  in  a Particular  Setting 


$ Cost 
Per  Client 
Per  Day 


Source:  Poliak,  William  with  the  assistance  of  Joanne  Helferty,  “Costs  of  Alternative 
Care  Settings  for  the  Elderly,”  Urban  Institute,  Working  Paper  963-11,  March  12, 
1973. 


FIGURE  VII-3 
Cost  of  Home  Care 


$ Cost 

Per  Client  Home  Care  Costs 


Source:  Poliak,  William  with  the  assistance  of  Joanne  Helferty,  “Costs  of  Alternative 
Care  Settings  for  the  Elderly,”  Urban  Institute,  Working  Paper  963-11,  March  12, 
1973. 
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FIGURE  VIM 

Cost  of  Home  and  Nursing  Home  Care 


$ Cost 
Per  Client 
Per  Day 


Source:  Poliak,  William  with  the  assistance  of  Joanne  Helferty,  “Costs  of  Alternative 
Care  Settings  for  the  Elderly,”  Urban  Institute,  Working  Paper  963-11,  March  12, 
1973. 
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in  the  analysis  without  any  justification.  Unfortunately,  many  com- 
parative analyses  of  home  care  and  nursing  home  care  fail  to  recog- 
nize this  difficulty. 

A Convenient  Method  for  Showing  Cost-Effectiveness 

Doherty  and  Hicks  (1977)  have  offered  a form  of  Kazanowski’s 
tabular  display  approach  (TDA)  as  an  alternative  to  more  mathe- 
matical formulations  which  may  confuse  readers.  The  tabular  ap- 
proach allows  for  simplicity  in  presentation  when  more  elegant 
mathematical  formulations  may  be  inappropriate  because  of  unsuit- 
able data.  Moreover,  the  tabular  method  readily  permits  the  evalua- 
tion of  programs  on  the  basis  of  criteria  that  are  not  easily  measured. 
According  to  Doherty  and  Hicks,  the  TDA  can  be  used  “.  . . to 
evaluate  performance  within  a care  program  or  among  alternative 
programs.”  It  also  may  be  used  cross-sectionally  or  longitudinally. 
Furthermore,  the  TDA  allows  analysis  of  multiple  criteria  and  complex 
programs.  Figure  VII— 5 shows  an  example  of  a TDA  on  which 
the  multiple  criteria  are  shown  as  column  headings  and  the  different 
care  modalities  as  row  headings.  Obviously  a number  of  tabular 
arrangements  are  available  to  researchers.  For  example,  criteria  can 
be  arranged  in  decreasing  order  of  importance,  allowing  concentra- 
tion on  the  more  important  objectives  of  the  analysis.  Again,  this 
display  should  be  set  up  prior  to  the  formal  investigation  so  that 
crucial  elements  can  be  given  most  attention  in  the  research. 

Lining  up  programs  in  the  TDA  manner  presumably  will  make 
the  particularly  weak  and  strong  choices  obvious,  but  it  will  not 
necessarily  show  any  one  choice  as  preferable  on  all  bases.  Never- 
theless, the  TDA  method  narrows  the  range  of  choices  for  the 
policymaker,  who  then  may  assign  weights  and  choose  programs. 
This  is  important  for  the  dependent  elderly  in  the  long-term  care 
system  because  the  choice  of  effectiveness  criteria  may  be  unusually 
difficult,  since  many  of  the  relevant  concerns  cannot  be  put  into 
operation  in  very  specific  terms.  Rather,  they  have  to  do  with 
maintenance,  deterioration,  or  improvement  in  functional  status. 
Nonetheless,  in  the  TDA  argument,  three  sets  of  criteria  related  to 
functional  capacity  and  ability  to  cope  in  the  community  were  identi- 
fied and  could  be  used  as  sources  of  data.  The  criteria  of  choice 
are  ADL  (as  measured  by  the  Katz  scale),  the  IADL  (a  measurement 
of  ability  to  undertake  instrumental  tasks  that  allow  a person  to 
function),  and  MSQ  (a  measure  of  cognitive  ability). 

In  applying  the  TDA  method,  one  might  begin  with  a set  of  initial 
assessments  of  patients  in  various  care  sites/modalities.  These 
assessments  would  be  later  repeated,  and  the  number  of  patients 
who  have  shown  maintenance  or  improvement  of  function,  as  meas- 
ured by  the  three  scales,  would  be  compared  with  the  number  of 
patients  at  the  beginning  of  the  program.  Note  that  this  particular 
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use  of  the  TDA  is  coupled  with  maintenance  or  improvement  of 
functional  capacity  as  the  desired  objective.  Other  objectives  in 
long-term  care  might  lead  to  the  use  of  other  instruments  of  assess- 
ment and/or  other  weights  being  given  to  the  results. 

In  the  example  taken  from  Doherty  and  Hicks,  the  data  are 
arranged  to  show  the  proportion  of  patients  maintaining  or  improving 
functional  capacity  between  two  assessments  (the  effectiveness 
criterion).  Per  diem  cost  of  patients  in  the  different  care  modes  is 
also  shown,  so  that  analysts  and  policymakers  may  view  their  relative 
cost-effectiveness  based  on  differing  criteria.  For  example,  day  care 
is  preferred  on  the  basis  of  the  three  effectiveness  criteria,  but  home 
care  is  preferred  on  cost  grounds.  As  noted,  the  choices  will  not 
necessarily  be  unambiguous,  and  the  policymakers  will  have  to 
assign  their  own  weights. 

To  accommodate  subgroups  within  the  patient  sets,  outcomes  for 
each  effectiveness  criterion  (function  status  in  this  case)  may  be 
subdivided  into  high,  medium,  and  low.  Patients  could  then  be 
classified  by  such  finer  status  screens  at  the  beginning  and  during 
the  progress  of  the  programs  and  so-called  transition  matrices 
calculated.  Carried  further,  the  transition  process  can  show  numbers 
and  proportions  of  possible  changes  in  functional  status  measured 
on  a number  of  dimensions.  (See  Figures  VII— 6 and  VII— 7 for  exam- 
ples of  the  transition  matrices).  If  enough  patients  are  available, 
one  can  calculate  Markov  chains  to  indicate  the  probabilities  of 
passing  from  one  status  set  to  another  in  different  modalities  of  care. 
Also,  one  may  be  able  to  set  standards,  norms,  or  expectations  for 
changes  in  status  for  differing  programs.  Additionally,  the  probable 
effectiveness  of  different  programs  in  dealing  with  patients  with 
different  characteristics  can  be  stated. 

Despite  the  mechanical  attractiveness  of  the  TDA  approach  as 
one  method  of  assessing  cost  and  effectiveness  simultaneously,  the 
techniques  cannot  remove  the  need  to  make  choices  and  judgments 
about  preferred  criteria  and  about  the  combinations  of  desirable 
outcomes.  For  example,  one  cannot,  from  the  TDA  method  by 
itself,  decide  if  a change  in  functional  status  for  a group  of  patients 
from  high,  medium,  and  low  to  high,  low,  and  medium  (on  ADL, 
IADL,  and  MSQ,  respectively)  represents  an  improvement  or  a 
decline.  However,  to  repeat  an  earlier  point,  TDA  can  simplify  the 
presentation  of  data  on  widely  disparate  outcomes  and  allow  the 
policymaker  to  simultaneously  compare  costs  among  different  pro- 
grams. 

Structural  and  Institutional  Aspects  of  the 
Alternatives  Question 

In  addition  to  the  definitional  and  methodological  questions  just 
raised,  a number  of  structural  and  institutional  issues  complicate 
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FIGURE  VII-6 

Transition  Matrix  for  Patients’  Changes  on  One  Program 
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the  analysis  of  alternatives  in  long-term  care.  Most  of  these  issues 
present  themselves  in  comparisons  with  the  nursing  home,  which  has 
abundant  institutional  and  structural  problems  of  its  own. 

Perhaps  the  most  significant  difficulty  lies  in  the  strong  institu- 
tional bias  of  the  present  pattern  of  long-term  care.  This  bias  has 
been  ascribed  by  some  analysts  to  the  attitude  of  professionals, 
especially  the  MDs,  who  may  believe  that  their  time  is  more 
efficiently  used  in  a hospital  or  other  institutional  setting.  (This 
would  not  explain,  however,  why  physicians  are  allegedly  seldom  in 
nursing  homes.)  It  has  also  been  claimed  that  hospitals  may  find 
it  more  profitable  to  serve  inpatients  rather  than  outpatients  in  a 
scheme  of  outpatient-day  care-home  care  programs.  Another  alleged 
source  of  difficulty  is  the  family,  which  supposedly  has  a desire  to 
institutionalize  elders.  As  shown  previously,  however,  this  attitude 
does  not  exist  to  the  extent  usually  claimed.  Yet  another  cause  of 
problems  has  been  the  shortage  of  trained  professionals  to  staff  the 
various  types  of  alternative  systems. 

Some  observers  suggest  that  the  key  reason  for  the  strong 
growth  of  the  U.S.  institutional  system  of  LTC  may  lie  in  the  rapid 
increase  in  the  number  of  elderly  persons  at  risk.  While  increased 
numbers  may  increase  the  demand  for  LTC  services,  they  alone  do 
not  justify  increasing  institutionalization.  They  could  possibly  be 
equally  well  served  at  home  or  in  less  intensely  institutional  settings 
than  the  nursing  home.  Ultimately,  a basic  cause  of  the  institutional 
bias  may  be  found  in  the  method  of  reimbursement  under  public 
financing  programs,  especially  Medicare  and  Medicaid.  Although 
some  of  the  effects  of  the  programs  have  been  mitigated  by  Title  XX 
of  the  Social  Security  Act,  which  allows  the  development  of  com- 
munity-based services,  and  by  home  care  and  nutrition  programs 
under  Title  III  of  the  Older  Americans  Act,  the  combination  of  State 
discretion  under  Medicaid  and  the  strong  medical  bias  (the  medical 
model)  under  Medicare  has  rendered  the  development  and  financing 
of  alternate  care  systems  very  difficult.  These  influences  are  all  the 
more  important  since  Medicare  and  Medicaid  expenditures  for  LTC 
are  many  times  greater  than  those  under  Titles  XX  or  III. 

Medicare’s  Medical  Orientation 

Medicare  was  conceived  mainly  as  a program  to  relieve  elderly 
people  of  the  financial  burdens  of  medical  and  hospital  costs.  Its 
primary  focus  is  on  acute  and  institutional  care.  In  fiscal  year  1979, 
Medicare  spent  almost  $30  billion;  of  this,  only  $373  million  went 
for  nursing  home  care,  whereas  almost  $22  billion  went  for  hospital 
care,  and  $6.4  billion  for  physicians’  services  (Gibson,  1980).  In  fiscal 
year  1978,  out  of  a total  Medicare  outlay  of  almost  $24  billion,  only 
$430  million  went  to  home  care  (HCFA,  1980).  Almost  one-third  of 
the  HC  visits  were  to  people  living  in  the  Northeast. 
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Under  present  Medicare  regulations,  entitlement  to  home  care  and 
other  community  care  services  is  contingent  on  a physician’s  deter- 
mination of  such  need  on  a medical  basis  pursuant  to  a care  plan 
established  within  14  days  after  discharge  from  a hospital.  To  qualify 
for  100  visits  of  home  care  under  Part  A (Hospital  Insurance),  an 
individual  must  be  homebound  and  certified  by  a physician  as  in 
need  of  skilled  nursing  or  physical  or  speech  therapy.  Under  Part  B 
(Supplementary  Medical  Insurance),  there  is  no  three  day  require- 
ment, but  the  medical  pre-condition  still  applies.  Beneficiaries  must 
also  be  homebound  and  require  skilled  nursing  services,  as  under 
Part  A.  As  if  to  reinforce  the  strong  medical  orientation  of  the 
Medicare  entitlement  and  the  institutional  flavor  of  even  the  services 
provided  at  home,  the  list  of  covered  HC  services  is  heavily  medical: 
nursing  care,  physical,  speech,  or  occupational  therapy,  medical 
social  services  under  the  direction  of  a physician,  part-time  services 
of  a home  health  aide  (not  a home  chore  aide),  medical  supplies 
(other  than  drugs  and  medications),  medical  appliances,  and  medical 
services  provided  by  an  intern  or  a resident-in-training.  On  the 
other  hand,  many  services  which  would  be  important  in  a home 
health  or  alternatives  system  are  not  covered  under  Medicare:  drugs 
and  medicines  outside  of  an  SNF  or  an  acute  hospital,  vision  care, 
including  spectacles,  dental  care,  hearing  aids,  periodic  exami- 
nations, etc.  Lack  of  these  services  may  drastically  hinder  the 
ability  of  elderly  people  to  function  in  the  community,  thus  con- 
tributing to  their  apparent  need  for  more  intensive  nursing  care. 

The  problem  of  limited  covered  services  is  symptomatic  of  a larger 
difficulty,  that  of  non-participation  in  Medicare  by  many  elderly  who 
cannot  meet  the  deductible  and  copayment  requirements.  If  they 
cannot  participate  in  the  system  at  all,  they  obviously  cannot  gain 
access  to  those  types  of  provision  for  which  prior  participation  is  a 
pre-condition. 

Medicaid’s  Limits  on  Alternatives 

Many  poor  elderly  people  who  would  rely  on  Medicaid  are  also 
caught  in  the  predicament  of  not  being  poor  enough  to  qualify  as 
medically  needy  (or  they  live  in  a State  like  Texas,  which  has  no 
medically  needy  program)  or  they  do  not  have  income  adequate  to 
pay  for  the  home  or  other  alternative  care  services  they  require. 
GAO  (1979)  cites  an  example  from  Austin,  Texas,  in  which  the  income 
necessary  to  pay  for  home  care  services  was  lower  than  the  median 
income  of  elderly  in  the  area. 

The  low  incomes  of  many  elderly  and  the  inability  of  many  of 
their  families  to  support  them  provide  strong  incentives  to  institu- 
tionalization. Specifically,  commitment  to  a nursing  home  entitles 
the  patient  to  a wide  range  of  support  services,  including  board, 
room,  and  personal  care.  Alternate  care  modes,  by  contrast,  carry 
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no  such  entitlements.  If  these  elderly  were  to  remain  in  the 
community,  many  would  not  qualify  for  any  type  of  Medicaid  support. 
Even  if  Medicaid-provided  home  or  other  alternate  care  benefits 
became  available,  the  range  and  frequency  of  services  might  be  so 
small  that  the  clients  and/or  their  families  could  not  provide  the 
remainder  of  support.  In  some  cases,  lower  income  and  asset  limits 
are  applied  to  community-based  clients  than  to  nursing  home  resi- 
dents. In  other  cases,  poor  elderly  who  cannot  pay  for,  say,  home 
care  services  and  who  have  incomes  too  high  to  qualify  them  for 
Medicaid  home  care  benefits  may  enter  a nursing  home  as  private 
patients  and  then  “spend-down”  to  the  qualifying  income  levels  for 
nursing  home  Medicaid  support.  Perhaps  one  of  the  greatest  ironies 
of  these  income  and  eligibility  problems  is  that,  even  if  a home  or 
other  alternate  care  program  is  developed  for  which  many  nursing 
home  residents  might  once  have  been  suited,  extended  nursing 
home  residency  incapacitates  a person  for  independent  living. 
Heavy  physical  dependencies  develop,  while  the  vital  network  of 
family  and  friends  has  been  disrupted.  In  some  cases,  households 
have  been  disbanded,  thus  requiring  the  creation  of  a whole  new 
set  of  relationships  and  physical  arrangements,  frequently  an  im- 
possibility. 

Medicaid’s  alternative  care  benefits  appear  to  be  broader  than 
those  of  Medicare.  In  fiscal  year  1979,  however,  home  health  serv- 
ices, as  an  example,  only  accounted  for  $264  million,  while  expendi- 
tures for  nursing  homes  came  to  $8.7  billion.4  Of  the  over  358,000 
Medicaid  HC  recipients  in  fiscal  year  1978,  over  55  percent  lived  in 
New  York,  which  accounted  for  77  percent  of  national  Medicaid  HC 
spending.  Under  Medicaid,  home  health  care,  personal  care,  and 
adult  day  care  are  all  options  which  the  States  can  offer  to  bene- 
ficiaries. Until  1976,  however,  the  States  were  also  empowered  to 
impose  Medicare-like  restrictions  on  eligibility,  that  is,  to  require  a 
previous  hospital  stay,  etc.  Since  that  year,  skilled  nursing  and 
previous  hospital  stays  can  no  longer  be  required,  but  recipients  of 
HC,  for  example,  may  still  have  to  be  homebound  to  be  eligible. 
Furthermore,  home  health  care  (which  does  not  usually  cover  per- 
sonal and  housekeeping  chores)  and  personal  care  (which  allows 
for  support  to  help  with  activities  of  daily  living)  have  to  be  prescribed 
by  a physician,  as  does  adult  day  care  (a  collection  of  medical  and 
health-related  services  provided  by  clinics  to  disabled  Medicaid 
beneficiaries).  Although  HC  is  a covered  benefit  in  every  State  or 
jurisdiction  participating  in  the  Medicaid  program,  only  nine  States 
cover  personal  care  services,  and  only  six  cover  adult  day  care. 


4 Unpublished  data  from  HCFA’s  Office  of  Research,  Demonstrations,  and 
Statistics 
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State  discretion  regarding  types  of  programs  also  applies  to  types 
of  services  and  amounts  of  utilization  which  they  may  choose  to 
cover  under  Medicaid.  Many  States  have  accordingly  curtailed 
amount,  duration,  and  comprehensiveness  severely.  They  also  set 
low  reimbursement  levels  for  covered  services,  an  action  which  has 
caused  some  major  problems  for  the  provision  of  nursing  home  care 
as  well  as  for  home,  personal,  and  adult  day  care.  Reimbursement 
restrictions  (either  denials  of  charges,  very  low  allowances,  or  both) 
have  forced  many  home  health  agencies,  for  example,  to  refuse 
Medicaid  patients.  In  addition,  individual  States  have  imposed 
stringent  regulations  on  providers  (often  using  Medicare  standards) 
and,  to  the  extent  permissible  under  Federal  law  and  regulations,  on 
beneficiaries  as  well. 

Title  XX  As  An  Alternative  Support 

Under  the  Title  XX  social  services  program  it  would  appear  that 
there  is  leeway  to  develop  and  use  alternative  types  of  care.  Although 
the  range  of  permitted  services  is  quite  broad,  the  program  is  subject 
to  a limit  on  Federal  expenditures,  ($2.9  billion  in  fiscal  year  1979) 
limiting  State  matching  funds  as  well.  Title  XX  programs  are  means 
tested  and,  moreover,  are  highly  skewed  to  children  and  AFDC 
recipients,  as  well  as  to  recipients  of  SSI  payments.  As  a result,  the 
elderly  often  must  compete  with  other  client  groups  for  a rather 
limited  pool  of  resources.  This  further  limits  the  potential  expansion 
in  home  care  and  other  alternative  service  systems  under  Title  XX. 

Overall,  the  combination  of  medical  bias,  limited  support  for  service 
development  under  Medicaid,  and  the  means  testing  of  certain 
eligibilities  under  Medicaid  and  Title  XX  may  have  truncated  the 
development  of  alternative  care  systems.  The  extent  to  which  this 
is  true,  however,  is  a matter  more  of  assertion  than  of  analysis,  and 
more  research  is  required  on  these  issues.  Not  only  must  analysis 
focus  on  these  aspects  of  regulation  and  reimbursement,  but  also 
on  the  effect  of  copayment  and  deductible  provisions. 

Fragmentation  of  Alternative  Services 

The  fragmented  provision  structure  also  hinders  the  development 
of  alternatives.  With  a few  notable  exceptions,  often  the  creations  of 
Federally-sponsored  demonstration  projects,  agencies  which  func- 
tion well  independently  are  unaware  of  each  others’  services  and 
organizationally  incapable  of  any  sort  of  joint  support.  Because  of 
this  lack,  a number  of  demonstration  projects  (Triage;  Monroe 
County,  New  York;  Wisconsin  Community  Care  Organization;  Georgia 
Alternative  Health  Care  Systems;  etc.)  have  designed  programs  of 
assessment,  care  planning,  care  management,  and  services  for 
specific  groups  of  elderly  people  living  in  the  community.  The 
results  of  these  demonstrations  are  not  conclusive,  although  pre- 
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liminary  data  are  encouraging,  at  least  in  terms  of  the  ability  to 
coordinate  service  provision.  (See  Chapter  VI.)  Congress  has  also 
mandated  a series  of  so-called  “channeling  agency”  demonstrations. 
These  are  being  jointly  organized  by  the  Department  of  Health  and 
Human  Services’  Assistant  Secretary  for  Planning  and  Evaluation, 
the  Health  Care  Financing  Administration,  and  the  Administration  on 
Aging.  Another  type  of  coordinating  agency  is  the  social  health 
maintenance  organization  (SHMO),  proposed  by  Brandeis  University’s 
Heller  School,  which  combines  assessment,  care  planning,  service 
provision,  and  case  monitoring  to  ensure  quality  and  appropriateness 
of  services  (Diamond  and  Berman,  1979). 

A lack  of  information  among  elderly  clients  and  their  families 
aggravates  the  problems  created  by  lack  of  coordination.  Particu- 
larly for  those  elders  who  may  be  ill,  confused,  and  frightened,  it  is 
often  next  to  impossible  to  know  one’s  rights  and  entitlements.  It  is 
even  more  of  a problem  to  know  where  to  go  for  which  services  or 
who  to  contact  for  help.  Even  if  services  exist  in  the  community, 
dependent  individuals  and  their  families  may  be  unable  to  combine 
these  resources  in  the  appropriate  service  packages.  As  a result, 
services  may  go  unused  or  only  partially  used  unless  some  agency 
can  perform  the  brokerage  function. 

The  potential  user  of  alternative  services  is  limited  by  a lack  of 
income,  combined  with  the  nature  and  skewing  of  the  Medicare/ 
Medicaid  system.  Many  elderly  people  have  limited  incomes  and 
assets.  Consequently,  they  cannot  explore  alternatives  to  the  nursing 
home.  SSI  and  social  security  benefits,  as  well  as  limited  pensions, 
may  not  permit  many  elderly  to  demand  alternative  services  which 
might  support  them  as  effectively  as  nursing  homes.  The  price 
reductions  (to  users)  of  subsidized  institutional  care  and  the  relative 
lack  of  subsidies  for  non-institutional  LTC  services  hamper  the 
development  of  alternatives.  Certainly,  for  those  elderly  without 
families  or  spouses,  being  poor  makes  it  harder  to  fend  off  institu- 
tionalization and  thus  to  support  the  growth  and  prosperity  of  alter- 
native care  systems. 

Specification  and  Identification  Problems 

Even  if  the  elderly  can  gain  access  to  coordinated  support  systems 
as  proposed  by  Dellinger,  it  is  still  necessary  to  identify  and  assess 
family  and  client  problems  and  to  ensure  the  quality  of  the  services 
provided.  These  issues  are  discussed  elsewhere,  but  their  particular 
applicability  to  the  alternatives  question  must  be  emphasized.  Sager 
(1979),  for  example,  has  shown  that  there  is  wide  disagreement 
among  professionals  as  to  the  appropriate  amounts  and  types  of 
care  which  should  be  provided  to  dependent  elderly,  even  though 
there  may  be  general  agreement  as  to  their  level  of  dependence. 
His  findings  also  show  that  individual  assessors  and  care  planners 
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diverge  widely  with  respect  to  the  care  to  be  provided  to  specific 
individuals,  although  they  do  ordinally  rank  the  intensity  of  need  for 
care  consistently.  Differences  in  amounts  of  care  appear  related  to 
professional  discipline  (for  example,  doctors  and  nurses  prescribe 
more  hours  of  home  care  in  their  areas  of  specialization),  more 
knowledge  about  patients  (which  implies  more  prescribed  care), 
and  greater  experience  as  a case  consultant  (which  implies  less 
prescribed  care). 

The  shortage  of  appropriate  screening  procedures  and  the  em- 
phasis on  medical  characteristics  by  the  Professional  Standards 
Review  Organizations  (PSROs)  in  conducting  LTC  reviews  may  well 
have  led  to  the  waste  of  resources  via  inappropriate  placements. 
GAO  (1979)  claimed  that  55  percent  of  Medicaid  and  48  percent  of 
non-Medicaid  supported  patients  had  few  ADL  problems  and 
possibly  could  have  stayed  in  the  community  at  a lower  public  cost. 
At  a conceptual  level,  these  issues  relate  to  the  problem  of  specifying 
outcomes;  yet  they  are  administrative  issues  as  well.  As  part  of  the 
lack  of  coordinated  services,  there  is  also  a great  lack  of  means  to 
screen  the  elderly  (or  other  populations  at  risk)  for  the  presence  and 
prevalence  of  conditions  which  create  dependency  that  requires 
intervention. 

Also,  there  have  been  few  specifications  in  either  a process  or 
outcome  sense  for  measuring  the  quality  or  performance  of  providers 
of  alternative  services.  This  lack  also  exists  in  the  case  of  nursing 
homes,  although  there  the  state  of  the  art  and  the  practical  means 
for  assessing  quality  are  rapidly  developing.  (See  the  discussion  of 
nursing  home  quality  in  Chapter  IV.)  Filling  this  gap  in  knowledge 
and  practice  is  one  of  the  purposes  of  the  recently-funded  University 
of  Colorado  comparative  study  of  hospital-based  and  free-standing 
nursing  homes  and  home  health  care  facilities.  At  this  point,  how- 
ever, quality  assurance  in  home  care  and  other  long-term  care 
alternatives  remains  largely  unexplored. 

Alternatives  Research 

Having  considered  a number  of  issues  and  approaches  to  the 
alternatives  question,  it  is  appropriate  to  assess  the  nature  of  the 
research  about  alternatives,  particularly  in  relation  to  present  and 
potential  utilization,  effectiveness,  and  cost.  These  categories  have 
clear  links  to  the  access,  quality,  and  cost  issues  discussed  earlier. 

An  extended  list  of  the  findings  on  alternative  LTC  programs  will 
not  be  provided  here,  since  information  on  studies  can  be  found  in 
a number  of  excellent  recent  research  reviews.  (See  Applied  Manag- 
ment  Sciences,  1975;  Conly,  1977;  Doherty,  Segal,  and  Hicks,  1978; 
GAO,  1979;  and  Stassen  and  Holahan,  1981.)  (For  examples  of  cost 
and  outcome  findings,  see  Figures  VI 1—8  and  VI I— 9.)  In  addition,  a 
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FIGURE  Vll-fl 

Cost  Findings  from  Alternative  Care  Programs 


Program 

Objective 

Type  ol  Service 

Number  of 
Clients 

Year 

Estimated  Dally 
Savings  per  Client 
(1978  dollars)* 

Home  Care 
Association 
Rochoster,  N.Y. 

Reduce  length  ol 
hospital  stays 

Home  care 

458 

1973 

141 

Pre-Plannod 
Post  hospital 
Home  Care,  N.Y..N.Y. 

Reduce  length  ol 
hospital  stays 

Home  care 

5,000 

I960 

b 

Blue  Cross/Blue  Shield 
of  Qreaterr 
Philadelphia 

Reduce  length  of 
hospital  stays 

Home  cart 

3.940 

1970 

2i5 

Home  Cere  Program 
St.  Luke's  Hospital, 

N.Y..N.Y. 

Reduce  length  of 
hospital  stays 

Home  care 

25 

1971 

225 

Chelsea  Village 
Program, 

'N.Y., N.Y. 

Reduce  length  of 
hospital  stays 

Homs  care 

222 

1973 

215 

Schenectady 

Rehabilitation  and 
Day  Hospital 
Schenectady  .N.Y. 

Reduca  length  ol 
hospital  stays 

Day  hospital 

00 

1960 

75 

Burke  Day  Hospital 
White  Plains,  N.Y. 

Prevent 

Institutionalization 

Day  hospital 

79 

1975 

68 

Highland  Heights 
Experiment 
Fall  River,  Mast. 

Prevent 

Institutionalization 

Sheltered  housing 

91 

1971 

142 

Project  Able 
Multnomah  Co.,  Ore. 

Prevent 

Institutionalization 

Home  care 

1,400 

1974 

13 

Personal  Care 
Program 
Hartford,  Conn. 

Prevent 

Institutionalization 

Home  care 

202 

1974 

5 (35  when  com* 
(13)  pared  with  In- 
termediate 
care;  313  when 
compared  with 
skilled  care) 

Brlghtwood  Day 
Care  Center 
Athens,  Ga. 

institutionalization 

Day  cars 

18 

1974 

-0 

Center  for  Creative 
Living 

Lexington,  Ky. 

Prevent 

Institutionalization 

Day  care 

30 

1974 

none 

Mosholu-Monteflore 
Geriatric  Day  Care 
Program.  N.Y..N.Y. 

Prevent 

Institutionalization 

Day  care 

90 

1974 

-11 

On  Lok  Senior  Health 
Services  Center 
San  Francisco,  Ca. 

Prevent 

Institutionalization 

Day  care 

92 

1974 

2 

Health  Care  by  the  Day 
Program 
Syracuse.  N.Y. 

Prevent 

Institutionalization 

Day  care 

39 

1974 

-2 

St.  O'to's  Day  Care 
Program 

Little  Falls,  Minn. 

Prevent 

Institutionalization 

Day  care 

14 

1974 

8 

San  Diego  Senior  Adult 
Day  Care  Program 
San  Diego,  Ca. 

Prevent 

Institutionalization 

Day  care 

129 

1974 

4 

Tucson  Senior  Health 
Improvement  Program 
Tucson,  Arlz. 
Levlndale  Hebrew 
Geriatric  Center  and 
Hospital 
Baltimore.  Md. 

Prevent 

institutionalization 

Prevent 

Institutionalization 

Day  cars 

390 

1974 

Day-Care  Program 

Day  cars 

30 

1974 

10 

Community-Care 

Program 

Home  care 

24 

1974 

18 

Concord  Housing 

28 

1974 

18 

a.  For  programs  above  the  line,  es<  'mated  savings  were  calculated  from  a comparison  of  per  diem  program  coats  with  per  diem 
hospital  costs.  For  programs  below  the  line,  estimated  savings  were  calculated  from  a comparison  of  par  diem  program  costs 
with  per  diem  nursing  home  costs. 


b The  estimate  of  dally  savings  Is  the  difference  between  Institutional  and  alternative  care  costs  adjusted  to  1976  dollars  by  the 
medical  component  ot  the  Consumer  Price  Index.  The  semi-privato  room  figure  was  used  to  adjust  the  Institutional  costs,  and  the 
total  figure  to f hospital  and  professional  sorvices  was  used  to  recalculate  alternative  care  costs.  For  programs  whose  reported 
costs  were  averaged  over  several  years,  an  average  ol  the  respective  Index  figures  for  that  period  was  used  (“Medical  Care  Com* 
ponent,"  1977). 

Source:  Doherty,  N.  J.  G.,  Joan  Seaal  and  Barbara  Hicks,  "Alternatives  to  Institutionalization  for  the  Aged:  Viability  and  Cost 
Effectiveness,  Aged  Care  & Services  Review,  Vol.  1,  No.  1,  January/ February  1978,  p.  1 1 
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recent  Medicaid  data  base  search  performed  for  this  long-term  care 
study  (1980)  showed  247  separate  articles  covering  the  subjects  of 
home  care  for  the  elderly  and  deinstitutionalization  of  the  elderly, 
while  a recently  published  bibliography  showed  well  in  excess  of 
325  items  on  home  health  care.5  Thus,  our  purpose  here  is  to 
summarize  results  and  judgments  about  research  quality.  (See 
Figures  VI 1-8,  9.) 

Much  of  the  summarized  research  has  actually  described  demon- 
strations and  specially  created  projects,  rather  than  provided  the 
careful  theoretical  and  empirical  assessments  demanded  by  scien- 
tific analyses  of  utilization,  effectiveness,  and  cost.  Additionally, 
there  is  not  always  a clear  distinction  between  research  to  assess  the 
results  of  existing  systems  and  the  evaluation  of  demonstrations  that 
examine  the  consequences  of  changing  systems. 

Cost  questions  motivate  much  of  the  research  on  the  alternatives. 
In  addition,  home  care  (and,  to  a lesser  extent,  day  care  and  con- 
gregate housing)  has  elicited  an  enthusiastic  band  of  followers, 
many  of  whom  have  been  impressed  with  European  experiences. 
These  advocates — some  policymakers,  some  providers,  some  clini- 
cians, some  academics — have  provided  powerful  impetus  to  estab- 
lishing and  researching  alternative  care  systems.  Although  these 
efforts  are  often  mounted  to  enhance  the  quality  of  life  of  those  in 
the  care  system  or  to  reduce  the  costs  of  providing  care,  the 
intensity  of  the  advocacy  has  contributed  to  certain  problems  of 
research  quality  and  usefulness.  Fortunately,  the  situation  since 
1975  has  changed  dramatically,  most  recently  with  the  establish- 
ment in  1979  of  the  Home  Health  Care  Services  Quarterly,  a scientific 
journal  for  the  field. 

In  general,  much  of  the  research  reviewed  in  these  surveys  is 
positive  about  desirability  and  cost-effectiveness  of  alternatives,  but 
it  has  been  unsymmetrical.  Most  of  the  alternatives  have  been 
compared  with  acute  hospitals  and  nursing  homes,  rather  than  with 
each  other.  Also,  the  emphasis  has  been  on  various  forms  of 
home  care. 

Additionally,  outcomes  were  often  unspecified,  statistical  tech- 
niques inappropriate,  and  surveyed  populations  were  not  necessarily 
candidates  for  the  institutions  against  which  alternatives  were  com- 
pared. These  problems  are  examined  in  the  following  discussion. 

Assessments  of  Research  Quality 

As  indicated,  much  of  the  alternatives  reasearch  demonstrates 
some  weakness.  The  surveys  just  listed  include  a number  of  useful 

5 There  is  much  overlap  between  the  data  base  searches  and  published 
bibliographies.  See  DHEW,  Health  Resources  Administration,  Home  Health 
Care  Programs:  A Selected  Bibliography  (HRA  Publication  79-60,  Hyattsville, 
Maryland:  July,  1979). 
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assessments  of  the  quality  of  research  on  alternatives.  Such  assess- 
ments are  found  in  AMS  (1975),  Conly  (1977),  and  Stassen-Holahan 
report  (1981).  In  addition,  a recent  review  by  Grimaldi  and  Sullivan 
(1981)  for  the  American  Health  Care  Association  and  the  National 
Foundation  for  Long-Term  Health  Care  is  very  helpful.  Many  of  these 
reviews  considered  some  of  the  same  research  projects. 

Grimaldi’s  and  Sullivan’s  analysis  provides  a useful  introduction 
to  evaluations  of  alternative  care  research  and  offers  many  comments 
about  the  results  and  methods  of  the  specific  studies  reviewed,  one 
by  TransCentury  Corporation,  one  by  the  National  Center  for  Health 
Services  Research,  and  one  by  the  Stanford  Research  Institute. 

The  TransCentury  study  covered  10  adult  day  care  programs 
funded  as  demonstration  projects  under  Section  222  of  the  Social 
Security  Act.  On  the  basis  of  extensive  data  on  available  services, 
admissions  criteria,  persons  served,  staffing  patterns,  and  costs, 
the  study  concluded  that  ADC  offered  significant  cost  savings  when 
compared  to  nursing  home  care.  The  total  annual  cost  of  ADC 
per  patient  in  the  median  facility  was  between  $4,500  and  $6,200, 
depending  on  weekly  attendance  rate.  (Note  that  direct  ADC  costs 
were  augmented  by  estimated  living  costs  to  generate  the  cited 
number.)  By  contrast,  nursing  home  costs  were  over  $7,000  per  year. 

In  commenting  on  this  study,  Grimaldi  and  Sullivan  agree  that  for 
many  misplaced  nursing  home  patients,  lower  levels  of  care  might 
be  more  appropriate.  Nevertheless,  they  note  that  the  study 
assumed  that  all  nursing  home  inmates  would  be  kept  in  such 
facilities  for  one  year,  whereas  Medicaid  data  show  that  many 
persons  who  might  have  been  discharged  to  ADC  may  well  have 
been  in  nursing  homes  for  only  half  a year.  For  1976,  they  note  that 
Medicaid  data  show  that  the  average  length  of  stay  in  an  SNF  was 
189  days,  with  almost  half  of  the  residents  staying  only  six  months. 
In  ICFs,  by  contrast,  the  median  stay  was  239  days,  with  only 
31  percent  staying  for  less  than  six  months.  Survey  data  from  the 
1972-73  and  1977  National  Nursing  Home  Surveys  support  these 
data.  Overall,  ADC  (on  a four  day  per  week  basis)  would  only  be 
cheaper  than  nursing  home  care  for  patients  who  would  have  stayed 
in  a nursing  home  for  231  days  or  more.  In  addition,  the  Trans- 
Century study  seems  to  have  overstated  the  average  cost  of  nursing 
home  care,  failing  to  account  for  cost  variations  based  on  geog- 
raphy, affiliation,  status  (level  of  care),  and  size.  Moreover,  the  study 
failed  to  allow  for  the  statistical  difficulties  produced  by  very  few 
patients  in  some  of  the  homes.  Also,  the  use  of  Bureau  of  Labor 
Statistics  budget  standards,  based  on  the  estimated  low-budget 
expenditures  of  an  independent  older  couple,  may  have  led  to 
understatement  of  the  costs  of  community  maintenance  for  a de- 
pendent person  with  specialized  requirements.  Perhaps  most  critical 
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was  the  study’s  lack  of  an  analytical  linkage  between  the  use  of  ADC 
or  nursing  homes  and  the  health  status  and  functioning  levels  of 
patients  receiving  either  type  of  support.  Again,  there  is  the  prob- 
lem of  failing  to  specify  desired  outcomes  and  standards  for  measur- 
ing progress. 

The  Stanford  Research  Institute  (SRI)  study  attempted  to  compare 
nursing  home  care  costs  with  those  in  alternate  settings  using  eight 
alternatives  from  28  possibilities.  The  study  matched  the  alternatives 
with  traditional  nursing  homes,  both  sets  of  facilities  having  to  meet 
the  following  criteria:  1)  operating  for  two  years  or  more,  2)  deriving 
at  least  some  revenue  from  non-Federal  sources,  3)  having  similari- 
ties between  the  demographic  and  health  characteristics  of  the 
alternatives  and  the  nursing  homes,  and  4)  having  providers  willing 
to  participate  in  the  study.  On  the  basis  of  the  characteristics  of  the 
clients  served  in  the  various  settings,  SRI  concluded  that,  since 
44  percent  of  the  total  number  of  patients  in  the  sample  were  not 
dependent,  a significant  proportion  of  LTC  patients  currently  in 
nursing  homes  could  be  served  in  alternative  facilities.  It  determined 
costs  in  the  comparison  settings  by  allocating  fixed  and  variable 
costs  to  types  of  patients  with  respect  to  their  health/functional 
status.  Overall,  the  finding  was  that  the  total  annual  costs  per 
patient  were  much  lower  (from  97  percent  to  33  percent)  for  alter- 
nate care  than  for  nursing  home  care,  even  though  the  average 
monthly  cost  in  those  alternatives  which  were  institutionally  based 
(that  is,  satellites  of  hospitals,  nursing  homes,  etc.)  was  higher  than 
in  nursing  homes.  Monthly  costs  in  non-institutionally  based  alter- 
natives were  lower  than  in  nursing  homes  or  institutionally  based 
alternatives.  In  general,  SRI  claimed  that  many  people  in  nursing 
homes  could  have  been  treated  less  expensively  elsewhere. 

In  commenting  on  the  SRI  analysis,  Grimaldi  and  Sullivan  note 
that  1)  sample  sizes  were  very  small,  limiting  the  general  applica- 
bility of  the  conclusions;  2)  huge  cost  differences  between  alterna- 
tives and  nursing  homes  (97  percent  in  the  case  of  one  New  York 
alternative)  robbed  the  findings  of  some  credibility  (for  example,  for  a 
very  highly  technical  comprehensive  New  York  facility  compared 
with  a modest  outpatient  clinic  attached  to  a housing  project); 
3)  some  costs  of  the  alternates  were  not  included,  since  certain 
living  expenses  were  not  registered  at  markfet  prices,  such  as  sub- 
sidized housing  costs  in  New  York;  4)  cost  determination  based  on 
costs  for  all  patients  in  the  relevant  facilities  may  not  have  raised 
the  actual  costs  for  the  patients  surveyed,  since  the  latter  may  have 
been  more  or  less  representative  of  the  total  patient  pool;  and 
5)  modes  of  treatment  were,  again,  not  tied  to  desired  outcomes  nor 
to  measures  of  progress. 

Grimaldi  and  Sullivan  conclude  that  there  is  no  basis  in  the 
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present  literature  for  believing  that  Federal  coverage  of  alternative 
services  will  lower  the  nation’s  total  LTC  bill.  Many  people,  they 
argue,  will  not  use  alternatives  as  substitutes  for  nursing  home  or 
other  institutional  care.  Thus,  cost-effectiveness  may  not  be  a 
relevant  basis  for  judging  whether  to  embark  on  alternatives  pro- 
grams. Rather,  they  feel  that  choices  about  quality  of  life  for 
dependent  people  and  their  families  may  be  the  appropriate  bases 
for  deciding  whether  to  initiate  such  programs. 

As  Grimaldi  and  Sullivan  note,  questions  about  cost-effectiveness 
of  alternative  services  are  reinforced  by  two  recent  studies,  one  by 
the  Congressional  Budget  Office  (CBO)  and  the  other  by  the  General 
Accounting  Office  (GAO). 

The  CBO  analysis  (1977)  develops  four  scenarios:  one  for  esti- 
mates of  care  costs  under  present  law,  one  for  estimates  under  an 
option  expanding  alternative  services  to  persons  presently  covered 
by  Medicare/Medicaid  (Option  A),  and  one  replacing  current  pro- 
grams with  a social  insurance  program  entitling  all  aged  and  dis- 
abled persons  to  the  most  cost-effective  care  for  their  particular 
needs  (Option  B).  The  fourth  option,  C,  was  developed  because  of 
the  high  estimated  costs  of  Option  B.  Under  Option  C,  Medicare 
changes  would  be  enacted  as  under  Option  A,  but,  additionally,  the 
Medicaid  LTC  funds  and  Title  XX  social  services  funds  would  be 
combined  in  a comprehensive  LTC  grant.  The  States  would  receive 
Federal  grants  roughly  based  on  the  number  and  proportion  of 
elderly  in  the  State’s  population,  the  income  levels  of  the  elderly 
and  disabled  relative  to  the  cost  of  living  and  the  cost  of  LTC 
services,  and  the  amount  of  Federal  funds  currently  going  to  the 
individual  States  for  LTC  purposes.  To  qualify  for  these  grants,  the 
States  would  have  to  establish  community  LTC  centers.  The  main 
cost  saving  of  Option  C is  that  it  would  not  be  an  entitlement  pro- 
gram but  one  that  could  be  limited  by  Federal  and  State  appropri- 
ations. 

Estimates  of  the  total  and  specific  costs  for  institutional  care  and 
for  non-institutional  alternatives  under  various  options  are  given  in 
Figure  VI 1—1 0.  It  is  clear  that  even  with  no  expansion  in  present 
entitlements  or  services,  the  total  LTC  bill  will  rise  from  about 
$30  billion  in  1979  to  as  much  as  $75  billion  in  1985.  Under  present 
policies,  perhaps  $30  billion  more  will  be  spent  on  nursing  home 
care  and  between  $1.8  billion  and  $6.4  billion  more  on  home  health 
services.  Under  Option  A,  assuming  that  supply  would  expand  to 
meet  Federally-financed  demand,  home  health  costs  could  rise  to 
$18  billion,  more  than  twice  the  maximum  possible  expansion  under 
present  law.  Option  A removes  several  present  Medicare  restric- 
tions on  home  care,  for  example,  that  HC  be  intermittent,  that  it  not 
include  occupational  therapy,  and  that  HC  aides  must  be  supervised 
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by  registered  nurses.  It  also  would  allow  reimbursement,  not  now 
permitted,  to  proprietary  HC  agencies  and  to  so-called  “one-skill” 
agencies.  Medicaid  benefits  would  be  expanded  to  include  visits 
by  medical  social  workers  in  the  HC  benefits  package.  Homemaker 
services  would  be  available  under  certain  conditions,  and  physician- 
certified  services  would  be  reimbursed  only  if  needed  to  diagnose 
or  treat  patients  or  to  slow  deterioration  of  health. 

Option  B might  raise  total  LTC  costs  to  over  $100  billion,  of  which 
over  $50  billion  would  go  to  nursing  homes,  an  increase  of  only 
$1.5  billion  above  the  level  which  would  hold  under  present  law. 
Under  this  option,  all  aged  and  disabled  people  would  be  entitled 
to  the  most  economical  form  of  care  for  their  needs.  Cost  sharing 
would  be  required,  services  being  reimbursed  only  if  needed  to 
diagnose  or  treat,  to  stabilize  or  slow  deterioration,  to  maintain  or 
improve  capacities  to  cope  with  ADL,  and/or  to  postpone  institu- 
tionalization. Services  provided  would  include  HC,  nursing  home 
care,  and  sheltered  care.  The  cost  of  home  health  services  alone 
might  rise  to  as  much  as  $32.4  billion.  The  burdens  of  cost  sharing 
and/or  copayments  would  be  moderated  for  low  income  persons/ 
families  by  linking  those  payments  to  family  income.  Grimaldi  notes 
that  official  income  data  for  aged  persons  and  families  headed  by 
older  people  suggest  that  copayments  would  not  be  onerous, 
particularly  if  they  are  income-linked.  This  conclusion  varies  from 
that  found  in  a number  of  other  analyses,  however.  (Option  C was 
not  analyzed  in  the  CBO  study  and  so  was  not  considered  by 
Grimaldi  and  Sullivan.) 

The  GAO  study  (1977),  undertaken  in  connection  with  a larger 
study  of  home  health  care,  indicates  that  the  expansion  of  HC 
benefits  could  be  very  costly,  especially  if  two  or  more  services 
(or  provisions  regarding  their  implementation)  are  newly  offered 
for  the  first  time.  For  example,  if  the  requirement  that  home  care 
include  skilled  care  were  eliminated  at  the  same  time  that  home- 
maker services  were  added,  the  costs  could  reach  $2  to  $3  billion 
yearly,  rather  than  the  $1,325  billion  if  home  chore  services  alone 
were  added  (Grimaldi  and  Sullivan,  1981). 

The  House  Ways  and  Means  Committee  (1979)  reached  a similar 
conclusion  about  the  high  costs  of  adding  alternative  services  in  a 
report  to  the  House  Committee  on  Interstate  and  Foreign  Com- 
merce. The  legislative  proposals  (H.R.  3990  and  H.R.  4000)  would 
have  eliminated  the  100  visit  limitation  under  Parts  A and  B of 
Medicare,  the  requirement  for  a three  day  prior  hospital  stay  to 
qualify  for  Part  A home  care  benefits,  and  the  $60  deductible  for 
Part  B benefits.  They  would  also  have  added  the  need  for  occupa- 
tional therapy  as  well  as  skilled  nursing  care,  physical  therapy,  or 
speech  therapy  to  qualify  for  home  care.  Both  the  CBO  and  the 


292 


Department  of  Health  and  Human  Services  (DHHS)  provided  esti- 
mates of  additional  costs  of  these  legislative  proposals  for  1980-81 
and  1985.  These  agencies  put  the  costs  at  about  $25  million  for 
1980-81;  for  1985,  however,  CBO's  $154  million  estimate  is  almost 
double  DHHS’s  $78  million.  (The  former  estimate  was  adopted  by 
the  committee.)  The  Senate  Finance  Committee  assessed  similar 
legislative  proposals  (H.R.  934),  that  is,  that  unlimited  home  visits  be 
provided  and  that  the  three  day  hospitalization  requirement  be  re- 
moved. Additionally,  these  proposals  would  have  extended  reim- 
bursement for  HC  provided  by  ADC  centers  which  are  non-profit, 
eligible  for  Title  XX  funds,  and  meet  certain  standards;  changed 
home  health  aides  to  homemaker-home  health  aides;  and  expanded 
the  consumer  education  program  to  emphasize  maximum  indepen- 
dence. Again,  the  cost  estimates  (by  both  CBO  and  the  Senate 
Finance  Committee)  show  an  $80  to  $100  million  increase  in  costs 
between  1980  and  1984.  While  the  estimates  considered  by  both 
the  House  and  Senate  committes  are  not  impressive  in  comparison 
with  current  spending  on  nursing  homes,  they  may  well  augur 
more  significant  cost  increases  for  the  future,  especially  if  the 
supply  of  services  rises  to  meet  the  Federally-financed  demand. 
Of  course,  any  estimate  of  cost  increases  must  reflect  the  effects 
of  current  imponderables:  the  number  of  covered  persons,  the  im- 
pact of  cost-sharing  arrangements,  and  the  public’s  wants  for  such 
services  (Grimaldi  and  Sullivan,  1981). 

AMS  reviewed  eight  studies.  Three  of  them  are  of  particular 
interest  here,  since  two  were  among  the  alternatives  demonstrations 
surveyed  by  Doherty  et  al  and  since  each  also  dealt  with  a different 
type  of  alternative,  was  concerned  with  differing  conditions,  and 
postulated  differing  outcomes. 

A 1974  study  of  a home  care  program  for  stroke  victims  alleged 
that  the  home  care  clients  enjoyed  shorter  hospitalization,  fewer 
re-admissions  for  recurring  strokes,  and  fewer  deaths  than  similar 
patients  who  were  retained  in  the  hospital  in  a clinical  environment. 
Home  care  patients  also  received  continuous  care,  could  be  rein- 
stated into  their  families  and  the  community,  and  could  be  provided 
for  at  much  lower  costs.  In  its  review  of  the  St.  Luke’s  study,  how- 
ever, AMS  found  that  there  was  no  evidence  that  HC  treatments 
were  of  the  same  nature  as  hospital  care  treatments,  that  the 
experimental  (HC)  patients  and  the  controls  (hospital  patients)  had 
not  been  truly  randomly  selected  (being  matched  only  by  age  and 
sex),  that  there  was  no  match  between  experimentals  and  controls 
(who  had  average  hospital  stays  10  days  longer  than  the  HC  group) 
for  severity  of  condition,  and  that  there  was  real  danger  of  bias  in  the 
selection  of  patients  for  comparison.  Furthermore,  there  was  no 
analysis  of  comparative  living  arrangements  and  variations  in  medi- 
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cal  treatments.  There  was  also  no  specification  of  a hypothesis  to 
be  tested  against  an  alternative.  On  balance,  AMS  judged  that  the 
St.  Luke  study  claims  could  not  be  accepted. 

AMS  also  criticized  a 1973  day  care  hospital  study  comparing 
two  groups  of  patients,  one  which  received  day  care  and  one  which 
was  institutionalized.  The  study  argued  that  day  care  recipients 
exhibited  more  life  satisfaction  than  institutionalized  patients  and 
seemed  more  involved  in  family-related  social  roles.  Additionally, 
the  daily  costs  of  day  care  were  $7  per  day  lower  for  day  care  versus 
institutionalized  patients.  Inpatients  were  matched  with  day  care 
patients  on  a case-by-case  basis,  and  researchers  gathered  data  by 
observing  patients  directly  and  then  interviewing  patients  and  their 
families.  Unfortunately,  the  AMS  review  showed  that  the  study  did 
not  have  any  clear  hypothesis  with  respect  to  social  theory  or  the 
effect  of  the  services  provided.  In  addition,  the  study  design — 
so-called  ex  post  facto — involved  comparing  a group  of  service 
receivers  with  non-receivers  in  terms  of  outcomes.  This  method  is 
flawed  in  that  it  does  not  show  that  the  two  groups  would  have  been 
equivalent  except  for  the  treatment.  Studies  of  this  type  suffer  from 
selection  effects  (that  is,  recipients  self-select  in  advance)  and  from 
mortality  effects.  In  sum,  it  is  impossible  to  determine  that  the 
treatment  produced  the  effects  observed.  Moreover,  although  there 
was  some  attempt  to  match  the  patients,  there  is  no  assurance  that 
the  matched  variables  were  the  relevant  ones  or  that  patients 
matched  on  other  variables.  Furthermore,  there  is  some  question 
as  to  the  populations  to  which  the  results  can  be  applied  because 
of  the  nature  of  the  matching.  Cost  results  were  also  suspect 
because  there  was  inadequate  information  as  to  their  derivation. 
Perhaps  most  troublesome  was  the  lack  of  any  logical,  theoretical, 
or  empirical  specification  of  causal  relationships  between  treatments 
and  outcomes.  AMS  concluded  that  the  study  findings  actually 
only  suggest  areas  for  future  research. 

The  third  AMS-reviewed  study  was  of  a sheltered  housing  program 
for  the  physically  impaired.  This  study  examined  the  impact  of  resi- 
dential environments  on  health  and/or  well-being  of  physically 
impaired  adults.  The  experimental  group  was  project  residents. 
The  control  group  was  nonresidents  who  had  applied  for  residency. 
The  program  provided  health  care  for  residents,  while  community 
dwellers  had  to  find  care  on  their  own.  Individuals  in  the  two 
groups  were  matched  on  the  bases  of  theoretically  important  vari- 
ables and  clinical  and  professional  judgments.  Outcome  areas  were 
health  status,  housing  conditions,  degree  of  social  isolation,  and 
cognitive  and  emotional  states.  The  key  question  was  whether  resi- 
dents were  better  off  than  their  community  counterparts  at  the  end 
of  the  nine  month  study  period.  The  study  claimed  better  health 
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results  for  residents  but  no  differences  otherwise.  Again,  AMS  found 
this  study  lacking  in  a number  of  important  respects.  There  were  no 
specific  hypotheses  stated,  and  the  measures  of  health  and  social 
isolation  were  very  crude,  no  reliability  or  validity  data  being  pro- 
vided for  the  scales  used.  The  matching  techniques,  while  intuitively 
appealing,  were  beset  by  data  and  methodological  problems,  pos- 
sibly subverting  randomness  and  statistical  validity.  Moreover,  no 
information  was  presented  on  the  factor,  cluster,  and  discriminant 
analyses  employed  to  perform  the  matches.  In  general,  the  data 
were  also  lacking  in  cross-validation  from  other  populations  and 
may  have  not  been  gathered  in  an  objective  fashion  because  of  the 
varying  backgrounds  of  the  collectors.  A major  problem  was  the 
lack  of  information  on  the  health  care  assistance  received,  and 
other  experiences  of  the  non-residents.  The  study  also  failed  to 
present  any  data  on  cost-benefit  analyses  or  on  efficiency  of  the 
residential  provision. 

Both  the  Grimaldi-Sullivan  and  AMS  judgments  about  the  quality 
of  alternatives  research  studies  are  echoed  in  the  Stassen-Holahan 
review  cited  earlier,  which  focused  most  of  its  methodological 
critique  on  the  community  care  projects.  Again,  the  literature  sur- 
veyed is  faulted  for  its  lack  of  true  experimental  design,  its  failure 
to  examine  truly  comparable  experimental  and  control  groups,  its 
failure  to  recognize  that  community  care  users  were  frequently  less 
disabled  than  their  institutionalized  counterparts,  its  failure  to  estab- 
lish true  comparability  between  areas  and  groups  in  the  analyses, 
and  its  casualness  with  respect  to  analytical  and  statistical  tech- 
niques. Only  the  Georgia  Alternative  Health  Services  Program  study 
received  high  marks  on  methodological  grounds  among  the  com- 
munity care  reports  surveyed. 

In  their  recent  review  of  research  on  community-wide  coordinated 
care  programs,  adult  day  health  care  services,  and  in-home  services, 
Stassen  and  Holahan  examined  a number  of  claims  made  by  re- 
searchers who  assessed  the  programs  in  question,  and  we  may  take 
this  work  as  a good  example  of  the  surveys  cited.  Overall,  they 
found  that  in  the  case  of  community-wide  programs,  the  evidence 
of  substitutability  for  institutional  care  was  very  limited.  Although 
lower  Medicaid  expenditures  were  reported  by  programs  such  as  the 
Georgia  Alternatives  project,  the  Monroe  County  project,  and  the 
Wisconsin  Community  Care  Organization,  other  programs  (Triage, 
for  example)  reported  higher  costs  for  clients  than  for  those  who 
did  not  receive  such  services.  Furthermore,  many  of  the  research 
findings  were  equivocal  because  of  lack  of  comparability  among 
experimental  and  control  groups,  because  of  failure  to  control  for 
differences  in  availability  of  institutions  and  services  among  areas, 
and  because  of  statistical  and  technical  problems.  Similarly,  al- 
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though  first  results  showed  lower  program  costs  for  the  community- 
based  system,  many  studies  failed  to  count  all  relevant  costs  and  did 
not  allow  for  either  an  add-on  of  additional  clients  beyond  the 
numbers  served  before  the  projects  were  undertaken  or  the  possi- 
bility that  the  deinstitutionalized  might  just  be  making  way  for  others 
who  had  hitherto  not  been  able  to  find  a nursing  home  bed.  With 
respect  to  outcomes,  both  the  studies  themselves  and  the  Stassen- 
Holahan  review  found  that  there  were  no  clear  results  for  mortality 
rates  or  functional  improvement.  One  finding  did  stand  out  clearly: 
satisfaction  levels  tended  to  be  higher  for  patients  and  families  with 
regimes  of  community-based  care  than  with  institutionalization. 

Overall  Judgments 

Grimaldi  and  Sullivan  determined  that  most  of  the  alternatives 
research  was  methodologically  weak  and  inconclusive  on  the  ques- 
tions of  utilization,  effectiveness,  and  cost  (or  cost-effectiveness).  In 
the  first  place,  comparability  among  the  different  evaluative  and 
research  studies  was  hard  to  establish  because  of  variations  in  time 
for  measuring  outcomes  and  in  definitions  and  measurements  of 
costs,  and  because  of  use  of  different  assessment  instruments.  Also, 
most  studies  and  programs  were  very  small  in  scope  (geographically 
and  populationally),  being  confined  to  single  sites  with  a special 
focus  on  the  northeastern  States.  Clearly,  some  agreement  on  defi- 
nitions, conventions,  time  frames,  and  desired  outcomes  must  de- 
velop before  comparisons  can  be  made  and  uniform  conclusions 
can  emerge. 

In  addition  to  general  methodological  complaints,  AMS  in  its 
review  cites  a list  of  weaknesses  specific  to  the  eight  studies  it 
evaluated  which  may  well  apply  generally  to  studies  in  the  field. 
Among  these  weaknesses  are  a lack  of  adequate  samples  from 
defined  universes  of  patients,  indiscriminate  use  of  statistical  tests, 
the  omission  of  much  data  on  conditions,  outcomes,  and  costs, 
inconsistent  specification  of  outcomes/variables,  lack  of  direct 
analysis  of  service  impact  on  treatment  groups,  a short  time  frame 
which  precludes  longitudinal  analysis,  and  too  much  involvement 
of  researchers  with  the  patients.  This  last  probably  accounts  for 
much  of  the  lack  of  random  selection  and  the  failure  to  use  random 
clinical  trial  methods  in  the  “classic”  experimental  mode. 

As  Conly  points  out  (1977),  most  research  on  alternatives  suffers 
from  conceptual  weaknesses  at  a very  fundamental  level.  Many 
efforts  were  not  constructed  according  to  consistent  theoretical 
models  or  with  clearly  identifiable  hypotheses.  If  models  were 
used,  they  focused  on  one  or  a few  aspects  of  the  problem  or  of  a 
service  package,  a clear  weakness  when  the  essence  of  the  problem 
may  lie  in  the  interaction  of  many  forces  and  factors,  as  is  true  in 
LTC.  Much  research  does  not  clearly  identify  the  population  at  risk 
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or  the  characteristics  which  such  populations  might  display.  Speci- 
fication of  relevant  personal  and  population  characteristics  is  rare; 
moreover,  these  attributes  are  not  often  couched  in  readily  measur- 
able, operational  terms.  Desired  or  expected  outcomes  frequently 
are  not  stated,  and  models  linking  outcomes  to  services  are  not 
presented. 

Research  and  demonstrations  often  suffered  from  weaknesses  in 
both  internal  and  external  validity.  Internally,  the  data  may  have 
been  flawed  and/or  inappropriately  collected,  thus  destroying  credi- 
bility. Externally,  unwarranted  generalizations  were  often  made 
based  on  limited  data  or  a too  narrowly  defined  set  of  phenomena. 
Clients  were  seldom  randomly  assigned  to  experimental  or  control 
groups,  which,  moreover,  frequently  were  not  really  comparable  or 
completely  identified.  Control  groups  sometimes  received  the  same 
service  packages  as  experimental  groups,  and  sometimes  it  was 
hard  to  determine  if  both  groups  did  not  get  additional  or  different 
services  from  sources  outside  the  project.  Also,  samples  were  too 
small  and/or  periods  too  short  for  any  changes  to  make  a difference. 
Exogenous  factors,  such  as  changes  in  client  eligibility  or  the  will- 
ingness or  ability  of  families  to  cope  were  not  specified.  In  those 
studies  dealing  with  costs,  total  social  costs  (especially  costs  of 
living,  costs  to  clients’  families,  and  secondary  or  tertiary  costs) 
were  usually  not  fully  considered,  documented,  or  specified.  Even 
direct  costs,  presumably  readily  identifiable  and  quantifiable,  were 
sometimes  not  offered  without  error.  Because  of  hospital  costing 
conventions,  costs  per  day  are  often  the  unit  of  measure,  when  costs 
per  episode,  or  per  case,  might  have  been  more  suitable. 

At  a theoretical  level,  both  the  results  of  these  reviews  and  a 
cursory  consideration  of  project  descriptions  and  of  some  recent 
journal  articles  reveal  a definite  lack  of  models  about  user  behavior 
and  provider  (producer)  responses  to  market,  regulatory,  and  reim- 
bursement stimuli.  In  part,  this  shortcoming  reflects  the  scant  atten- 
tion paid  to  the  alternatives  question  by  social  science  researchers 
interested  in  modeling  user  and  provider  behavior  in  LTC.  Conse- 
quently, the  research  is  difficult  to  use  as  the  basis  for  systematic 
analysis  of  behavior  and  for  policy  guidance.  This  problem  relates 
to  a difficulty  discussed  earlier,  the  lack  of  coordination  among  the 
research,  demonstration,  and  evaluation  efforts,  whether  on  the  part 
of  research  analysts  or  those  responsible  for  planning  governmental 
efforts  and  funding.  Especially  troubling  is  the  lack  of  evaluation 
components  in  the  design  of  demonstrations  and  in  the  research 
reports  about  such  efforts. 

Recommended  Methods  for  Alternatives  Research 

To  protect  against  these  weaknesses,  Sonia  Conly  (1977)  has 
proposed  a series  of  recommendations  about  the  necessary  conduct 
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of  research  and  demonstrations  on  alternatives.  Her  lists  (Figures 
VII— 1 1 and  VII— 1 2)  stress  precision  of  research  questions,  definite- 
ness of  research  design,  unambiguous  specification  of  outcomes, 
models  linking  services  to  outcomes,  clear  specifications  of  costs, 
and  measures  for  monitoring  validity  in  terms  of  the  integrity  of  the 
research  project  and  of  the  general  applicability  of  research  findings. 

Demonstrations  Research 

Despite  this  litany  of  research  weakness  (and  hence  of  lack  of 
usability),  a number  of  recent  demonstrations  have  generated  some 
interesting  findings  about  the  problems  of  service  integration,  assess- 
ment, care  planning,  case  management,  and  service  provision. 
According  to  a GAO  review  (1979),  these  demonstrations  indicate  a 
need  for  gatekeeping,  that  is,  the  identification  of  potential  and 
actual  vulnerables  to  determine  whether  they  can  be  maintained  in 
the  community  or  must  be  placed  in  a nursing  home.  Three  proj- 
ects— the  Virginia  Preadmission  Screening  Program,  the  Monroe 
County  (NY)  ACCESS  project,  and  the  New  York  Long  Term  Home 
Health  Care  Program — focused  on  this  issue.  The  Virginia  program 
requires  all  candidates  for  Medicaid-supported  nursing  home  place- 
ment to  be  surveyed  by  a screening  committee  (an  MD,  nurse,  and 
social  worker)  which  must  authorize  placement  on  the  basis  of  the 
client’s  medical  and  social  support  needs.  The  ACCESS  program, 
which  included  private  pay  patients  (64  percent  of  the  total 
assessed),  found  that  54  percent  of  the  clients  determined  to  need 
nursing  home  care  could  actually  be  maintained  in  the  community. 

Another  need  identified  by  these  demonstrations  is  for  compre- 
hensive needs  assessment  to  establish  individuals’  requirements  for 
nursing  home  care,  specify  the  types  and  quantities  of  service 
required,  and  determine  the  impact  of  LTC  services  on  health,  ADL 
capability,  longevity,  morale,  and  risk  of  institutionalization.  Such 
needs  assessment  also  tries  to  total  the  costs  of  providing  home  or 
alternate  services  to  elderly  people  with  various  levels  of  impair- 
ment. These  projects,  which  used  waivers  under  Section  1115  to 
pay  for  their  programs,  also  appear  to  show  the  need  for  central 
coordinating  mechanisms,  especially  important  in  filling  gaps  in 
available  services  in  the  community.  Also,  single  funding  mecha- 
nisms apparently  are  central  to  the  successful  functioning  of  com- 
prehensive programs.  This  latter  is  particularly  important  in  view 
of  the  manifold  services  and  the  numerous  payment  sources  which 
may  overlap  in  providing  services,  have  differing  eligibility  rules,  set 
divergent  cost  and  reimbursement  limits,  etc.  The  Federal-State- 
local-volunteer  linkages  are  especially  troublesome  and  must  be 
handled  by  some  central  coordinating  agency.  Last,  the  demon- 
strations show  that  some  form  of  cost  control  is  needed,  both  on 
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FIGURE  VII-11 

Guidelines  for  Proposals  and  Reports 

It  is  crucial  that  the  research  proposal  demonstrate  Investigator 
knowledge  of  both  the  subject  matter  area  and  research  design. 
Adherence  to  the  following  guidelines  for  research  proposals  would 
eliminate  many  studies  with  little  chance  of  success. 

1.  Research  proposals  should  demonstrate  Investigator 
knowledge  of  related  research. 

2.  The  proposal  should  contain  a clear  specification  of  the 
hypothesis  to  be  tested.- 

3.  The  proposal  should  contain  a simple  clear  specification  of  the 
research  design. 

4.  For  evaluation  studies,  the  criteria  by  which  treatment  success 
Is  to  be  judged  must  be  specified. 

5.  For  evaluation  studies,  the  Investigator  should  calculate  the 
ability  of  the  research  design  to  detect  significant  differences 
with  the  proposed  sample  size  using  plausible  assumptions 
regarding  true  treatment  effect. 

0.  Forevaluation  studies, the  Investigator  must  demonstrate  that 
different  treatments  will  be  observed  or  that  base  time  data  on 
comparable  untreated  population  are  accessible. 

7.  The  Investigator  should  show  how  the  cooperation  of  program 
administrators  will  be  obtained. 

8.  The  Investigator  must  demonstrate  ability  to  satisfactorily 
manage  variables  other  than  the  treatment  variables.  This  In- 
cludes a requirement  that  the  Investigator  be  able  to  show  that 
variables  used  to  demonstrate  comparability  of  comparison  ex- 
perimental groups  are  Important  In  outcome  and  the  extant  of 
Importance. 


Source:  Conly,  Sonia,  “Critical  Review  of  Research  on  Long-Term  Care  Alter- 
natives,’’ ASPE,  June  1977 
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FIGURE  VII-12 

Suggested  Guidelines  For  Research  Reports 

The  following  Is  a set  of  suggested  guidelines  for  research 
reports.  These  guidelines  represent  the  minimum  requirements  for 
research  reporting  that  will  enable  a reader  to  determine  the  conclu- 
sions of  a research  study  and  evaluate  the  soundness  of  these  conclu- 
sions. 

1.  Interim  and  final  reports  should  be  prefaced  with  a concise 
statement  of  the  hypotheses  tested,  the  treatment  observed, 
and  the  essential  elements  of  experimental  design— Including 
sample  size,  selection  of  experimental  and  control  group 
members  and  management  on  non-treatment  variables. 

2.  Related  research  should  be  reported. 

3.  Alternative  explanations  for  observed  results  should  be  con- 
sidered. 

4.  Conflicting  and  Inconclusive  results  should  be  Included  In  the 
report. 

5.  The  treatment  should  be  described  as  it  was  applied  and  any 
deviations  from  the  original  design  noted.  Changes  In  treatment 
during  the  course  of  the  experiment  should  be  reported  and 
possible  effects  of  the  change  In  treatment  noted  and  analyzed. 

6.  Sufficient  data  should  be  presented  to  allow  the  reader  to  Judge 
the  validity  of  conclusions. 

7.  The  report  should  document  the  Importance  of  variables  used 
to  demonstrate  similarity  of  comparison  and  experimental 
groups.  When  non-probablllstlc  selection  of  experimental  and 
comparison  groups  Is  made,  the  investigator  should 
demonstrate  that  the  possibility  of  systematic  biases  was  In- 
vestigated and  managed. 

B.  Distributions  of  outcome  variables  as  well  as  means  should  be 
reported  for  both  the  experimental  and  comparison  groups. 


Source:  Conly,  Sonia,  “Critical  Review  of  Research  on  Long-Term  Care  Alter- 
natives”, ASPE,  June  1977 
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nursing  home  expense  and  on  the  provision  of  alternative  service 
packages. 

Stassen  and  Holahan  also  offer  a set  of  research  imperatives  of 
both  a methodological  and  substantive  nature  stemming  from  their 
review.  They  call  for  further  work  on  the  links  between  levels  of 
costs  and  impairment.  They  also  recommend  development  of  the 
concept  of  full-costing  (including  community  costs)  and  considera- 
tion of  full  costs  in  any  future  cost  comparisons.  On  a related  sub- 
ject, they  warn  of  the  reality  of  high  start-up  costs  for  any  com- 
munity care  or  other  alternatives  program  and,  again,  warn  that 
these  may  bias  results  against  alternative  systems  and  must  be 
factored  into  any  costing  exercise.  Because  of  the  possibility  that 
community-based  care  systems  may  make  nursing  home  beds  avail- 
able for  people  who  had  not  been  able  to  find  space  in  nursing 
homes  before  the  alternatives  were  initiated,  they  recommend  fur- 
ther research  on  the  question  of  total  community  use  of  nursing 
homes  and  other  institutions  across  all  groups  in  the  population. 
Since  budgetary  allocations  may  be  limited  and  costs  constrained 
for  all  types  of  LTC,  they  also  advocate  more  intensive  studies  of 
targeting  services  to  specific  elements  of  the  population  on  the 
basis  of  type  and  intensity  of  service  needs.  Admitting  that  this 
type  of  targeting  is  politically  difficult,  they  note  that  it  is  essential 
if  cost-effectiveness  is  to  be  achieved  in  reducing  institutionaliza- 
tion. Of  course,  if  the  goal  of  LTC  service  programs  is  to  serve  all 
frail  elderly  in  the  community,  targeting  may  not  be  urgent.  However, 
even  this  objective  usually  is  constrained  by  costs,  and  some  target- 
ing is  still  a necessity.  In  terms  of  outcomes,  they  perceive  a need 
for  further  analysis  of  the  effects  of  various  care  modes  on  the 
patients’  mental  conditions,  their  capacity  for  self-maintenance,  and 
their  life  satisfaction.  On  a related  topic,  they  urge  more  analysis 
of  the  determinants  of  family  satisfaction.  These  last  research 
imperatives  obviously  relate  to  the  call  for  some  reorientation  toward 
personal  satisfaction  and  away  from  purely  functional  indicators. 

We  do  not  intend  to  examine  the  results  of  these  and  other  dem- 
onstrations in  detail.  Such  an  examination  has  already  been  under- 
taken in  Chapter  VI.  Rather,  the  purpose  here  is  to  show  that, 
notwithstanding  certain  methodological  flaws  (and  there  may  be 
some,  since  the  final  reports  on  the  1115  demonstrations  were  not 
submitted  by  spring  of  1981),  carefully  designed  and  implemented 
demonstrations  can  generate  some  useful  results. 

A Policy  and  Analytical  Program 

An  article  by  John  Noble  and  Ray  Conley  raises  some  key  policy 
and  analytical  issues  (Noble  and  Conley,  forthcoming).  Their  analy- 
sis begins  with  a set  of  questions  about  Federal  responsibility  and 
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about  the  nature  of  settings-services  needed  to  cater  to  broad  cate- 
gories of  dependent  people,  especially  the  elderly  and  the  mentally 
troubled.  At  the  Federal  level,  they  turn  to  the  issues  of  the  amount 
of  public  responsibility  which  the  Federal  government  should  as- 
sume, the  possibilities  of  added  Federal  responsibility  in  an  age  of 
budget  limits,  the  practicability  of  creating  adequate  service  sys- 
tems in  the  face  of  great  fragmentation,  and  the  possibility  of 
countering  the  medical  bias  in  care  at  the  policy  level.  With  respect 
to  the  nature  of  care,  their  questions  turn  on  issues  of  efficiency 
versus  insufficiency  and/or  bad  care,  on  problems  of  locating  de- 
pendent people  in  care  settings,  and  on  the  nature  of  care  which 
should  be  provided  to  various  categories  of  patients/clients. 

Answers  to  these  sorts  of  questions  clearly  require  data,  most  of 
which  are  unavailable.  In  the  context  of  domiciliary  care  (the  initial 
focus  of  their  article),  Noble  and  Conley  assert  some  key  data 
needs,  relevant  to  the  whole  LTC  field:  How  many  people  can  be 
appropriately  deinstitutionalized?  When  will  it  cost  more  to  main- 
tain a person  in  a domiciliary  care  facility  (DCF)  than  in  a mental 
hospital?  How  many  people  would  never  have  been  institutionalized 
in  the  first  place  had  adequate  community  services  been  available 
and  provided?  Although  these  are  DCF-connected  questions,  Noble 
and  Conley  recognize  that  answers  can  only  be  provided  in  a more 
general  framework,  one  that  looks  at  the  totality  of  dependency  and 
at  the  demand  and  supply  issues  related  to  beds  and  places  in  all 
types  of  services  and  settings.  These  last  questions,  of  course,  can- 
not be  addressed  without  an  analysis  of  the  individual  States’  Medic- 
aid and  social  services  policies  as  they  affect  the  supply  of  and 
demand  for  places  and  beds.  Given  the  present  lack  of  data,  the 
above  questions  clearly  lead  to  a research  program  with  far-reaching 
implications. 

Medicaid  policy  is  also  a subject  of  major  reform  proposals.  Con- 
cerned that  the  social  services  share  of  the  total  Federal  welfare 
allocation  may  shrink  from  14  percent  in  1976  to  5 percent  in  1985, 
Noble  and  Conley  suggested  that  Medicaid  expenditures  in  any 
State  be  “capped”  on  the  basis  of  changes  in  the  cost  of  living. 
Such  caps  might  reduce  State  outlays,  as  well  as  Federal  matching 
grants.  The  resultant  “savings”  in  Federal  expenditures  might  then 
be  added  to  Title  XX  and  other  limited  programs  to  enrich  the  social 
services  (and  therefore,  presumably,  the  alternative  LTC  com- 
ponent) allocations  under  Title  XX  and  the  Older  Americans  Act, 
Title  III.  Since  these  titles  carry  a higher  percentage  Federal  match 
than  Medicaid,  the  States  might  be  more  willing  to  embrace  less 
institutional  LTC  alternatives  than  at  present.  Of  course,  as  Noble 
and  Conley  recognize,  we  need  much  more  research  on  the  costs 
and  effects  of  alternative  programs  and  on  the  impacts  of  differing 
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incentives  systems  on  users,  providers,  and  State  and  local  govern- 
ments. Indeed,  all  of  the  suggested  programs  require  further 
research  in  many  areas. 

Overall  (and  this  is  relevant  to  all  of  the  considerations  and 
issues  of  nursing  homes  and  alternates — substitutes  and  comple- 
ments), what  is  needed  in  long-term  care  is  a set  of  “cost  of  condi- 
tion” analyses.  At  the  social  level,  we  need  to  determine  the  direct 
and  indirect  costs  of  catering  to  various  service  needs  at  different 
quality  and  availability  levels.  These  latter  would  be  framed  in  terms 
of  current  policy  pronouncements  about  desired  outcomes  for  the 
dependent  population.  The  cost  of  conditions  analysis  could  be 
couched  in  terms  of  cost-benefit  or  cost-effectiveness,  although  on 
the  grounds  of  practicality,  Noble  and  Conley  prefer  an  assessment 
based  on  program  planning  budgeting  systems  (PPBS)  approaches. 
In  any  event,  any  evaluation  of  care  systems  requires  consideration 
of  meaningful  care  alternatives  for  the  groups  in  question,  a compari- 
son of  services/settings  for  the  same  group,  a consideration  of  what 
is  an  appropriate  site  of  institutional  and  community  care  for  people 
with  various  disabilities  (to  avoid  placing  highly  dependent  people  in 
inadequate  care  settings),  and  the  development  of  accurate  data 
systems  about  disabilities,  users,  providers,  and  State  actions.  We 
might  also  add  that  such  a comprehensive  view  also  demands  an 
analysis  of  the  effects  of  reimbursement  formulae  and  levels. 
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Chapter  VIII 

The  Family  Support  System  of  the  Elderly 

by  Judith  Sangl 


Introduction 

Cost  comparisons  indicate  that  family  care  at  home  is  less  expen- 
sive than  an  institution  for  all  but  the  most  severely  impaired  elderly 
(Comptroller  General,  1977).  Consequently  the  role  of  the  family  in 
providing  care  to  the  frail  elderly  has  become  of  special  interest  to 
policymakers  in  view  of  escalating  long-term  care  expenditures. 
Family  support  is  also  of  concern  because  demographic  projections 
show  a great  expansion  of  the  elderly  population,  especially  the 
“old-old”  (75  years  or  older)  who  are  most  likely  to  need  care.  This 
expansion  is  occurring  simultaneously  with  family  transformations 
which  are  likely  to  weaken  family  capacity  for  caregiving. 

Research  concerning  family  support  of  the  elderly  comes  from  a 
variety  of  sources: 

• Nationally  representative  household  surveys  such  as  the  1976 
Survey  of  Income  and  Education,  the  Health  Interview  Survey 
(NCHS,  1972),  and  the  1974  National  Council  on  the  Aging 
Survey  (Louis  Harris  and  Associates,  1975),  special  national 
1962  and  1975  surveys  of  the  population  65  and  older  (Shanas, 
1977),  and  special  reports  of  the  U.S.  Bureau  of  the  Census 
(for  example,  Current  Population  Reports).  These  studies  in- 
clude data  on  health  status,  living  arrangements,  family  com- 
position, and  mutual  aid  patterns,  including  assistance  during 
illness. 

• Surveys  of  institutionalized  elderly  such  as  the  1977  National 
Nursing  Home  Survey  and  the  1976  Survey  of  Institutionalized 
Persons.  These  surveys  provide  data  on  prior  living  arrange- 
ments, reasons  for  institutionalization,  and  family  involvement. 

• Surveys  of  elderly  residents  in  the  community,  such  as  the 
General  Accounting  Office  study  of  the  elderly  in  Cleveland 
(1977),  the  study  of  inner  city  elderly  in  New  York  City  (Cantor, 
1975),  and  the  study  of  six  special  groups  of  elderly  in  Chicago 
(Bild  and  Havighurst,  1976).  These  surveys  contain  information 
on  service  needs,  living  arrangements,  health  status,  and  family 
and  other  social  supports. 

• Studies  of  the  natural  support  systems  and  family  caregiving, 
such  as  Brody  et  al  (1979),  Hawkins  and  Jacobson  (1980),  John- 
son (1979),  and  York  and  Calsyn  (1977),  that  give  information 
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about  the  elder’s  functional  level,  the  caregiving  situation,  and 
the  extent  of  assistance  from  different  types  of  caregivers.  This 
category  includes  studies  examining  the  effects  of  caring  for 
the  chronically  ill  elderly,  such  as  Adams  et  al  (1979),  Davis 
(1978),  Fengler  and  Goodrich  (1979),  and  Zarit  et  al  (1980).  In 
addition,  some  studies  have  investigated  the  effects  of  different 
programs  on  family  caregiving  to  the  elderly,  such  as  Gross- 
Andrews  and  Zimmer  (1977),  Horowitz  (1978),  and  Rathbone- 
McCuan  (1976). 

None  of  the  information  obtained  from  these  sources  alone  pro- 
vides a complete  picture  of  the  family  support  system  of  the  elderly. 
Those  that  are  nationally  representative  are  generally  limited  in 
scope  and  detail,  while  those  with  a wealth  of  information  have 
very  small  sample  sizes  and  are  limited  in  general  applicability. 
Most  studies  are  cross-sectional  rather  than  longitudinal  and  are 
primarily  descriptive.  Consequently,  they  cannot  capture  the  dynamic 
processes  involved  in  family  caregiving  or  provide  explanations. 

Numerous  studies  have  confirmed  the  viability  of  family  support 
of  the  elderly  even  for  the  frail  and  dependent  elderly,  but  commonly 
held  misconceptions  about  the  position  of  the  elderly  in  the  family 
network  remain.  These  include  the  following  ideas: 

• Geographic  mobility  in  our  society  has  caused  children  to  live 
far  from  their  parents. 

• Elderly  parents  are  isolated  and  rarely  see  their  children  or 
other  relatives. 

• With  the  rise  of  alternative  sources  of  care  and  long-term  care 
institutions,  families  rarely  provide  care  to  the  elderly.  There- 
fore, many  of  the  elderly  are  in  institutions. 

All  of  these  misconceptions  can  be  dispelled  for  the  majority  of 
the  elderly.  Even  though  there  is  a great  deal  of  geographic  mobility 
and  much  emphasis  on  the  nuclear  family,  kin  dispersion  has  been 
exaggerated,  and  most  elderly  are  not  isolated  and  neglected  (Treas, 
1977).  The  family  of  the  aged  should  be  viewed  as  a “kinship  sys- 
tem— a network  of  mutual  supports  among  individual  households  of 
persons  related  by  blood  and  marriage.  This  network  extends  not 
only  across  households  but  also  across  generations  of  related  kin” 
(Shanas,  1979).  Despite  the  growth  of  alternative  sources  of  care, 
the  family  is  still  the  primary  caregiver  for  the  chronically  ill  and 
disabled  elderly,  and  no  more  than  5 percent  of  the  elderly  reside 
in  institutions  at  any  given  time  (Shanas,  1979). 

This  chapter  presents  selected  research  findings  from  the  sources 
just  outlined  on  the  family  support  system  of  the  elderly  and  its  role 
in  providing  long-term  care  services.  It  focuses  on  the  following 
questions: 
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• Who  are  the  caregivers? 

• What  kinds  of  assistance  do  they  provide? 

• What  is  the  impact  of  providing  such  care? 

• What  can  be  done  to  help  sustain  such  family  care  of  the  elderly? 

• Would  formal  assistance  supplement  or  supplant  this  informal 
caregiving? 

Elements  of  the  Family  Support  System 

To  understand  the  family  support  system  of  the  elderly,  we  must 
examine  the  basic  elements  of  family  composition,  living  arrange- 
ments, residential  proximity,  and  interaction  and  mutual  aid  patterns. 
Much  of  the  information  here  is  based  on  two  national  probability 
sample  surveys  of  the  non-institutionalized  population  age  65  and 
over;  one  survey  was  conducted  in  1962,  and  the  second  one  in 
1975  (Shanas,  1977). 

Family  Composition 

An  examination  of  the  family  structure  of  the  elderly  provides  a 
sense  of  what  kin  resources  are  available  for  support.  This  family 
composition  reflects  demographic  trends,  such  as  increased  life 
expectancy,  differential  longevity  for  men  and  women. 

The  number  and  sex  of  children  is  important  when  examining 
potential  resources  available  to  the  elderly.  Theoretically  and 
ideally,  if  there  are  more  children,  the  responsibilities  can  be  shared 
without  being  particularly  burdensome  on  any  one  child.  Research 
indicates,  though,  that  one  child  will  usually  assume  primary  respon- 
sibility (Johnson,  1979).  In  fact,  it  has  been  noted  that  current 
economic  incentives  encourage  this.  An  adult  child  may  claim  a tax 
exemption  if  he  has  furnished  more  than  half  of  a parent’s  income, 
and  this  would  assure  a parent  of  social  security  survivor  benefits  if 
the  child  dies.  No  tax  advantage  would  accrue  to  any  children 
sharing  equally  (Schorr,  1980). 

Sex  of  a child  is  important,  since  daughters  traditionally  take  a 
more  active  role  in  caring  for  parents  than  do  sons.  Marital  status 
of  children  also  makes  a difference,  since  married  children  are 
more  likely  to  establish  mutual  help  patterns.  However,  all  of  these 
important  variables  have  changed.  There  has  been  a trend  toward 
smaller  family  size,  and  consequently  there  are  more  older  persons 
with  only  one  child.  The  proportion  of  elderly  people  with  daughters 
and  the  number  of  married  children  has  also  decreased.  Eighty 
percent  of  the  elderly  have  at  least  one  living  child.  Of  those  with 
children,  90  percent  have  grandchildren,  and  40  percent  have  great- 
grandchildren (Shanas,  1977). 

At  least  50  percent  of  the  elderly  are  married  and  living  with  a 
spouse.  Slightly  more  than  one-third  are  widowed,  and  another 
6 percent  were  previously  married  but  are  now  divorced  or  sepa- 
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rated.  Only  5 percent  of  the  elderly  were  never  married.  The  elderly, 
both  male  and  female,  under  age  75  are  more  likely  to  be  married 
than  those  over  75.  But  regardless  of  age,  men  are  more  likely  to 
be  married  than  widowed  and  the  opposite  is  true  for  women,  except 
for  those  under  69.  (Shanas,  1977). 

The  majority  (75  percent)  of  the  elderly  are  members  of  multi- 
generational  families  due  to  increased  longevity  and  the  shortened 
time  span  between  the  generations.  Since  women  live  longer,  they 
are  more  likely  than  men  to  be  part  of  a four  generation  family. 

Most  of  the  elderly  (80  percent)  have  at  least  one  living  sibling. 
Those  who  are  75  years  or  older  are  from  families  who  had  an  aver- 
age of  five  children  and  with  increased  longevity,  many  siblings  are 
still  alive  (Shanas,  1980).  There  appears  to  be  a tendency  to  renew 
relationships  with  siblings  in  old  age.  Siblings  may  become  a major 
social  resource,  especially  for  those  without  a spouse  or  children. 
Only  a small  percentage  of  the  elderly  (3  percent)  are  without  a 
spouse,' children,  or  siblings.  However,  even  these  elderly  are  not 
entirely  without  family  resources  and  may  substitute  collateral  kin 
(cousins,  nieces,  and  nephews)  and  even  friends  and  neighbors  to 
some  degree  for  lack  of  primary  supports. 

Simple  frequency  counts  of  kin  can  only  suggest  potential  for 
caregiving.  The  concept  of  functioning  kin  delineates  “merely  having 
a potential  support  element  and  having  one  that  is  involved  in  a 
sufficiently  steady  and  on-going  relationship  to  make  meaningful 
social  support  a possibility”  (Cantor,  1978).  For  example,  a func- 
tional spouse  is  defined  as  one  with  whom  a person  lives.  A func- 
tional child  or  sibling  is  one  with  whom  a person  lives  or  whom  the 
elderly  person  sees  at  least  monthly  or  speaks  to  by  phone  weekly. 
Although  this  concept  reduces  the  number  of  kin  resources,  it 
yields  a more  realistic  estimate.  If  this  definition  is  applied  to  the 
results  of  the  Shanas  survey,  75  percent  of  the  elderly  have  “func- 
tional” children  and  one-third  have  “functional”  siblings  (Shanas, 
1980). 

It  is  important  to  point  out  that  there  is  a major  difference  in 
family  status  between  the  elderly  in  the  community  and  those  in 
institutions.  Only  14  percent  of  the  institutionalized  elderly  are  mar- 
ried, compared  with  slightly  more  than  50  percent  of  all  elderly. 
There  are  about  three  times  as  high  a proportion  of  persons  who 
had  never  married  as  in  the  elderly  population  in  the  community 
and  almost  twice  as  high  a proportion  of  widowed  persons.  About 
50  percent  of  the  institutionalized  elderly  are  childless,  while  80  per- 
cent in  the  community  have  at  least  one  surviving  child.  Even  those 
institutionalized  who  have  children  are  more  likely  to  have  only 
one  child  instead  of  two  or  more.  Since  the  median  age  of  the 
elderly  in  institutions  (82  years)  is  nine  years  greater  than  the 
median  age  of  all  elderly  (Brody,  1979),  the  elderly  in  institutions 


310 


are  likely  to  have  children  who  are  approaching  old  age  themselves 
and  have  less  capacity  for  caregiving.  It  has  been  asserted  that  a 
“lively,  responsible  spouse  is  the  surest  safeguard  against  ending 
up  in  a nursing  home”  (Community  Service  Society,  1980).  Also, 
another  study  has  shown  that  each  additional  child  reduces  one’s 
chances  of  being  institutionalized  in  old  age  (Brody,  1979). 


Living  Arrangements 

The  overwhelming  majority  of  the  elderly  reside  in  the  community; 
as  mentioned  earlier,  only  5 percent  of  the  elderly  are  in  institutions 
at  any  one  time.  Living  arrangements  among  the  elderly  reflect  their 
preference  for  independent  living  whenever  possible  as  well  as  their 
kin’s  desire  for  privacy.  Sharing  a household  is  not  a life  pattern 
for  most  elderly  but  generally  a response  to  extreme  circumstances 
such  as  lack  of  the  financial  resources  or  the  good  health  necessary 
to  maintain  independent  living  (Brookdale  Center  on  Aging,  1979). 
Living  arrangements  vary  by  marital  status,  age,  and  sex.  For  those 
who  are  married,  the  most  common  living  arrangement  is  living  in  a 
household  with  spouse  only — about  84  percent  (Shanas,  1977). 
Another  10  percent  maintain  a household  with  unmarried  children, 
and  the  remainder  share  their  households  with  someone  other  than 
their  children.  These  figures  reflect  an  increase  from  an  earlier 
survey  of  a greater  proportion  of  intact  families  in  the  post-parental 
and  retirement  years  (Shanas,  1977). 

The  proportion  of  unmarried  (includes  those  separated,  divorced, 
widowed,  or  never  married)  elderly  living  alone  has  increased  sub- 
stantially. According  to  the  survey  by  Shanas  (1977),  the  proportion 
increased  from  half  in  1962  to  about  two-thirds  in  1975.  This  in- 
crease in  independent  living  arrangements  was  more  marked  for 
women  (46  to  67  percent)  than  for  men  (52  to  65  percent)  between 
the  two  national  surveys.  Those  living  with  children  decreased  from 
14  to  7 percent.  Overall,  for  women  this  decrease  was  from  22  to 
11  percent,  while  for  men  it  was  from  17  to  6 percent.  Some  of  the 
factors  that  may  account  for  this  change  are  (1)  improved  health 
of  the  elderly,  (2)  improved  financial  situation,  and  (3)  greater  societal 
acceptance  of  living  alone  as  a lifestyle,  especially  for  women 
(Shanas,  1977).  The  proportion  living  with  siblings  and  other  relatives 
has  remained  the  same,  about  13  percent.  There  are  some  differ- 
ences depending  on  sex  and  age.  In  both  surveys,  women  were 
more  likely  than  men  to  live  with  unmarried  children.  This  was 
especially  true  for  very  old  women,  80  years  and  over  (31  percent) 
as  compared  with  men  the  same  age  (19  percent).  In  fact,  unmarried 
men  in  this  age  group  were  more  likely  than  women  to  live  with 
persons  other  than  children  (25  versus  10  percent). 
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Living  arrangements  also  differed  for  those  who  never  married 
and  those  who  are  widowed  and  divorced.  The  most  common 
arrangement  for  both  of  these  groups  was  to  live  alone.  The  second 
most  common  arrangement  for  the  never  married  was  to  live  with 
siblings,  and  for  the  previously  married,  it  was  to  live  with  a child. 
This  demonstrates  how  “family  substitution”  operates — previously 
married  elderly  substitute  their  children  for  lack  of  spouses,  and  the 
never  married  substitute  siblings  for  lack  of  spouses  or  children. 

About  4 percent  of  the  65  and  over  population  had  at  least  one 
parent  alive  (primarily  their  mothers),  and  less  than  1 percent  had 
both  parents  alive.  This  proportion  in  the  population  will  increase 
in  the  future,  due  to  the  greater  longevity  of  the  elderly.  It  is  an 
interesting  group  to  examine  since  these  individuals  are  balancing 
demands  from  their  parents  with  those  of  adult  children  and  grand- 
children when  their  energy  and  resources  may  be  declining  (Shanas, 
1977).  In  this  group,  about  50  percent  of  the  parents  of  the  elderly 
are  living  with  their  adult  children,  about  25  percent  were  in  institu- 
tions and  the  remaining  25  percent  were  residing  in  the  community 
independently  either  alone  or  with  spouse  (Shanas,  1977). 

Functional  ability  is  also  a factor  in  the  living  arrangements  for 
both  the  married  and  unmarried  elderly.  Those  who  have  more 
difficulties  with  activities  of  daily  living  are  more  likely  to  live  with 
their  children  or  other  relatives  than  those  with  less  difficulty. 
Despite  the  difference  in  living  situation  between  persons  with  high 
and  low  incapacity,  there  were  potentially  alarming  changes  in  the 
living  arrangements  of  those  with  high  incapacity  between  the  two 
surveys.  More  incapacitated  elderly  were  living  alone  in  1975  (34 
percent)  than  in  1962  (25  percent)  and  fewer  were  living  with  chil- 
dren in  1975  (21  percent)  than  in  1962  (28  percent). 

Living  arrangements  also  differ  to  some  degree  by  income  level 
and  racial/ethnic  groups.  Previous  research  has  shown  that  multi- 
generational  living  arrangements  are  more  common  in  particular 
groups.  Shared  living  arrangements  are  a very  likely  response  to 
the  financial  as  well  as  health  needs  of  an  elderly  parent  for  lower- 
income  families  and  living  together  has  been  termed  a “lifeboat 
response”  (Schorr,  1980). 

Blacks  are  more  likely  than  whites  to  compose  multigenerational 
families  sharing  the  same  household.  This  is  evidenced  by  the  40 
percent  of  black  families  headed  by  a woman  65  years  or  older  and 
the  22  percent  of  elderly  black  two-parent  families  containing  chil- 
dren under  18  years  of  age,  compared  to  10  percent  of  white  fami- 
lies headed  by  aged  females  and  4 percent  of  white,  elderly,  two- 
parent  families  (Bureau  of  Census,  1977).  Black  families  are  more 
likely  to  take  younger  family  members  into  their  households  than  to 
be  taken  into  households  of  younger  family  members.  However, 
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white  families  are  just  as  likely  as  black  families  to  take  in  an  elderly 
family  member  (Hill,  1978). 

Hispanic  elderly  are  still  often  members  of  extended  families, 
especially  in  rural  areas.  Census  Bureau  data  indicate  that  only 
18  percent  of  the  Hispanic  elderly  55  years  and  over  live  alone  or 
with  non-relatives,  compared  with  24  percent  of  the  total  U.S.  popu- 
lation 55  years  and  over  (Torres-Gil  and  Negm,  1980). 

Residential  Propinquity  and  Interaction  with  Family 

Even  though  more  elderly  now  maintain  their  own  households, 
there  still  is  frequent  contact  with  kin,  and  their  residences  are 
usually  located  close  by.  The  situation  where  the  elderly  and  their 
adult  children  maintain  separate  but  close  residences  has  been 
characterized  as  “intimacy  at  a distance”  (Rosenmayr,  1968). 

Despite  geographic  mobility,  studies  have  shown  that  about  85 
percent  of  the  elderly  live  less  than  an  hour  away  from  at  least  one 
of  their  children,  with  50  percent  reporting  that  their  children  are 
within  a half  hour  distance,  and  a third  saying  that  they  live  within 
10  minutes  of  at  least  one  child  (Shanas,  1979;  Cantor,  1975). 

Residential  proximity  data  are  supplemented  by  research  findings 
on  frequency  of  interaction.  In  general,  there  is  a great  deal  of 
visiting,  telephoning,  and  other  contact  between  older  people  and 
their  families.  Adult  children  are  the  relatives  most  often  seen. 
Shanas’  latest  survey  (1977)  revealed  that  about  three-fourths  of  the 
elderly  had  seen  at  least  one  of  their  children  within  the  past  week 
and  about  half  had  seen  their  children  during  the  past  day.  Only 
about  10  percent  had  not  seen  a child  for  more  than  a month,  and 
this  percentage  had  remained  constant  between  the  time  of  the  two 
surveys. 

Frequency  of  interaction  did  not  differ  significantly  by  place  of 
residence  or  socioeconomic  class.  Rural  samples  of  elderly,  though 
they  have  fewer  relatives  nearby  than  their  urban  counterparts 
because  of  migration,  do  not  show  significantly  different  visiting 
patterns.  There  is  less  frequent  kin  interaction  but  the  same  propor- 
tionate frequency  (Troll,  1971).  Middle  class  children  may  live 
farther  than  lower  class  children  from  their  parents,  but  there  does 
not  seem  to  be  a difference  in  visiting  frequency  (Brookdale  Center 
on  Aging,  1979). 

The  age  of  the  elderly  person  influences  the  frequency  of  seeing 
a child,  with  those  80  years  or  older  more  likely  to  have  seen  a 
child  in  the  past  day  at  the  time  of  the  interview  (Shanas,  1977). 
This  may  be  explained  by  a greater  dependency  on  their  children 
to  meet  their  daily  needs.  “Weekly  contact  which  apparently  exists 
between  the  elderly  and  their  children  is  more  often  for  purposes  of 
visiting  and  mutual  exchange,  while  daily  contact,  when  it  is  reported, 
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is  often  related  to  meeting  some  of  the  needs  of  the  parent  genera- 
tion” (Shanas,  1977). 

Siblings  and  other  relatives  are  an  important  part  of  the  kin  network 
for  older  people.  This  has  been  referred  to  as  an  “hourglass  effect” 
in  which  there  are  many  contacts  with  siblings  and  other  relatives  in 
youth,  shrinking  in  young  adulthood  and  middle  age  and  then  ex- 
panding in  later  life  (Shanas,  1979).  At  least  a third  of  the  survey 
population  reported  having  seen  a brother  or  sister  in  the  past  week, 
with  women  more  likely  than  men  to  have  seen  a sibling.  There  was 
also  a higher  proportion  of  never  married  elderly,  about  70  percent 
(both  men  and  women)  who  reported  having  seen  a sibling  in  the 
past  week.  Again,  siblings  appeared  to  substitute  for  the  lack  of 
children  or  spouses  for  those  who  were  never  married. 

Other  relatives  are  also  included  in  the  family  network.  About 
30  percent  of  the  elderly  reported  seeing  some  other  relative  in  the 
previous  week.  More  distant  relatives  substitute  for  lack  of  siblings 
or  children.  It  should  be  noted  that  not  much  is  known  about  the 
quality  of  the  interactions  or  their  nature — whether  the  visits  are 
“brief  or  lengthy,  friendly  and  warm,  or  acrimonious  and  hostile  . . . 
whether  it  is  a visit  or  an  actual  help  or  giving  of  services”  (Shanas, 
1980).  We  only  know  that  the  elderly  see  their  children  and  other 
relatives  and  some  exchange  takes  place. 

Mutual  Aid  Pattern 

There  is  a two  way  flow  of  emotional  and  material  support  be- 
tween the  elderly  and  their  family  members.  The  large  majority  of 
these  relationships  are  balanced,  reciprocal  exchanges.  According 
to  Shanas’  1975  survey,  about  71  percent  of  the  elderly  help  their 
children  or  grandchildren,  and  46  percent  help  their  great-grand- 
children. They  generally  gave  gifts,  cared  for  their  grandchildren 
and  great-grandchildren,  and  helped  around  the  house,  with  women 
doing  housework  and  men  doing  household  repairs.  On  the  other 
hand,  about  two-thirds  of  the  elderly  reported  receiving  help  from 
their  children,  with  more  women  than  men  receiving  such  help 
(72  versus  62  percent).  A small  proportion  of  adult  children  (about 
3 percent)  gave  money  to  the  elderly  on  a regular  basis,  but  occa- 
sional money  gifts  were  more  frequent  (14  percent). 

In  fact,  there  is  increasing  acceptance  that  government  should 
assume  the  responsibility  of  financial  support  for  the  aged,  primarily 
through  social  security  (Schorr,  1980);  Louis  Harris  and  Associates, 
1975;  Seelbach,  1977;  Cantor,  1980).  But  financial  help  can  take 
forms  other  than  cash  contributions,  such  as  sharing  a home. 
Studies  show  a difference  in  help  patterns  between  working  class 
and  middle  class.  The  working  class  will  usually  exchange  direct 
services  since  members  are  located  nearby  or  share  a household, 
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while  the  middle  class  will  exchange  money  and  serviceable  gifts 
since  members  live  farther  apart  (Schorr,  1980;  Troll,  1981).  Schorr 
has  summarized  this  mutual  aid  pattern  in  the  following  manner: 
What  children  and  their  parents  give  one  another  has  little  con- 
nection with  law  or  compulsion.  Cash  payment,  the  only  con- 
tribution that  can  be  compelled,  is  now  a minor  part  of  the 
pattern.  Helping  each  other  by  doing  chores,  visiting  and  show- 
ing concern — things  that  cannot  be  compelled — make  up  the 
dominant  pattern.  ...  In  the  end,  whether  from  affection  or 
simple  acceptance  of  responsibility,  many  adult  children  do 
what  they  can.  Reciprocity,  spontaneity,  complexity  and  (not 
legal  but  somehow  personal)  responsibility — these  are  the 
salient  qualities  of  filial  relationships. 

Lastly,  as  age  increased,  the  percentage  of  elderly  giving  help  to 
the  children  generally  decreased,  and  they  reported  receiving  greater 
help  from  their  children. 

The  Family  as  a Caregiver  of  the  Elderly 

The  living  arrangements  of  older  persons,  their  proximity  to  family 
members  outside  the  household,  and  their  interaction  frequency  and 
exchange  of  services  just  described  show  how  the  kinship  system  is 
functioning  as  a social  support  for  the  majority  of  the  elderly.  The 
question  remains,  however,  how  the  family  support  system  functions 
when  the  health  status  of  the  older  person  deteriorates  and  de- 
pendency results.  It  is  widely  believed  that  long-term  care  institu- 
tions and  other  human  service  agencies  have  replaced  the  family  in 
providing  care  to  the  impaired  elderly  (Shanas,  1979).  However,  the 
proportion  of  old  people  that  are  bedfast  and  housebound  in  the 
community  is  almost  twice  the  proportion  of  old  people  in  institu- 
tions of  all  kinds.  This  ratio  of  greatly  and  severely  impaired  in  the 
community  to  those  in  institutions  has  not  changed  much  since  the 
introduction  of  Medicare  and  Medicaid  (Shanas,  1979).  If  those 
elderly  are  added  to  the  total  who  have  trouble  moving  about  on 
their  own  outside  the  house  (becoming  17  percent  of  the  aged  popu- 
lation), the  ratio  of  elderly  living  in  the  community  with  some  assist- 
ance to  that  of  the  institutionalized  population  (5  percent)  is  more 
than  three  to  one. 

In  addition,  research  has  estimated  that  the  family,  and  not  the  pro- 
fessionals or  agencies,  provides  most  of  the  care  to  the  chronically 
limited  elderly.  The  Health  Interview  Survey,  a national  survey  in- 
vestigating health-related  home  care,  found  that  62  percent  of  the 
medically-related  and  personal  care1  to  persons  65  years  and  over 


1 Medically-related  care  was  defined  as  bandage  changing,  injections,  and 
other  medical  treatment  exclusive  of  direct  physican  care.  Personal  care 
was  defined  as  assistance  with  moving  about,  dressing,  bathing,  and  eating. 
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was  given  by  family  members,  and  almost  half  of  the  care  had  been 
provided  for  a period  of  one  to  five  years  (National  Center  for  Health 
Statistics,  1972).  The  figure  would  have  been  higher  if  other  services 
that  relate  to  disability  and  that  are  generally  provided  by  relatives, 
such  as  meal  preparation,  household  maintenance  and  so  on,  had 
been  included  (Brody,  1978).  The  1977  GAO  study  in  Cleveland 
indicated  that  56  percent  of  those  surveyed  were  receiving  personal 
care  services  from  family  and  friends,  and  87  percent  reported  that 
they  could  rely  on  their  family  for  help  if  they  needed  it.  Cantor  and 
Johnson  (1978)  found  that  60  percent  of  the  elderly  were  cared  for 
by  family  members  when  sick  for  less  than  a week.  This  figure 
increased  to  70  percent  when  the  sickness  lasted  between  one  to 
two  weeks.  Another  study  by  Cantor  (1975)  found  that  about  two- 
thirds  of  the  elderly  received  help  from  their  children  when  ill  and 
received  help  in  chores  of  daily  living. 

The  nursing  home  is  appropriate  for  some  of  the  elderly,  and  it  is 
not  reasonable  to  expect  that  all  elderly  should  remain  in  the  com- 
munity. Even  for  those  elderly  who  are  institutionalized,  however, 
the  family  plays  an  important  role  by  visiting  regularly  and  volun- 
teering at  some  homes.  It  has  been  reported  that  residents  who  had 
more  visitors  received  better  care  (Dobrof,  1977;  Tobin  and  Kulys, 
1979). 


Theoretical  Interpretation  of  Caregiving  Patterns 

Several  groups  compose  the  support  system  of  the  elderly  (kin, 
friends,  neighbors,  and  formal  organizations),  and  it  is  important  to 
know  to  which  group  the  elderly  turn  for  assistance  and  why.  Two 
main  theories  have  been  advanced  to  describe  this  process:  (1)  the 
task-specific  model  and  (2)  the  hierarchical-compensatory  model. 

In  the  first  model,  as  postulated  by  Litwak  in  his  theory  of  shared 
functions  (Cantor,  1979),  support  is  ordered  by  the  nature  of  the  task 
and  the  characteristics  of  the  caregiver.  According  to  this  theory, 
kin  are  the  most  appropriate  for  tasks  that  require  long-term  involve- 
ment and  intimacy.  Neighbors  would  perform  those  tasks  that 
require  speed  of  response,  knowledge  and  proximity  to  the  living 
situation.  Friends  would  be  able  to  handle  matters  relating  to  peer 
group  status  and  similarity  of  experience,  such  as  sharing  social 
activities.  Christiansen  (1980)  has  argued  that  though  this  division 
of  labor  is  very  plausible,  it  does  not  match  the  fact  that  most  elderly 
depend  more  on  family  members  for  many  of  the  tasks  which  the 
other  groups  are  expected  to  perform.  He  believes  that  the  “useful- 
ness of  the  theory  would  seem  to  grow  as  family  resources  become 
thin,  and  others  substitute  or  compensate  for  the  family.’’ 

The  task-specific  model,  in  addition  to  distinguishing  functions  of 
the  various  groups  within  the  informal  system,  also  distinguishes 
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between  functions  of  formal  and  informal  support  systems.  The 
elderly  would  call  upon  any  group  within  the  informal  support  sys- 
tem when  the  nature  of  the  task  is  non-technical  and  unpredictable, 
such  as  assisting  in  shopping  and  responding  to  minor  emergencies. 
Formal  organizations  would  become  involved  if  the  level  of  tech- 
nical skills  or  knowledge  required  is  high  and  assistance  can  be 
given  in  a uniform  and  predictable  manner. 

The  hierarchical-compensatory  model  states  that  support  is  or- 
dered “according  to  the  primacy  of  the  relationship  of  the  support 
given  to  the  elderly  recipient  rather  than  to  the  nature  of  the  task. 
In  cases  in  which  the  initially  preferred  element  is  absent,  other 
groups  act  in  a compensatory  manner  as  replacements”  (Cantor, 
1979).  The  model  postulates  an  order  of  preference  for  support:  kin 
are  the  most  preferred,  followed  by  friends  and  neighbors,  and  finally, 
formal  organizations.  Cantor  investigated  older  people’s  preferences 
for  support  agents  for  different  types  of  tasks  to  validate  this  model. 
Kin,  particularly  children,  were  chosen  as  the  most  appropriate 
helping  source,  regardless  of  task.  In  line  with  the  compensatory 
portion  of  the  model,  support  functions  were  shared  by  other  rela- 
tives, friends,  neighbors,  and  even,  in  some  instances,  formal  organi- 
zations, as  a child  was  located  farther  from  the  aged  parents.  Those 
elderly  without  children  chose  friends  and  neighbors,  followed  either 
by  other  relatives  or  no  one.  Dono  et  al  (1979)  point  out  that  prefer- 
ences for  support  groups  may  not  indicate  which  group  actually  pro- 
vides the  assistance  when  necessary. 

Johnson  (1979)  takes  an  intermediate  position.  Based  on  her 
research  of  caregiving  helping  patterns,  she  states  that  “.  . . if  one 
exhausts  all  intimate  kinship  resources  to  the  point  one  must  reach 
out  to  distant  relations  for  help,  the  type  of  care  differs  greatly  and 
rarely  centers  on  day-to-day  care  of  physical  needs  as  well  as  social 
and  emotional  needs.  Neither  friends  nor  relatives  of  second  or 
third  degree  can  substitute  for  a spouse  or  an  offspring  in  the 
extensiveness  of  care  nor  its  quality.” 

Types  of  Caregivers  of  the  Elderly 

Cantor  and  Johnson  (1978)  classify  caregivers  of  the  elderly  into 
three  major  categories  according  to  the  relationship  of  the  care- 
giver to  the  care  receiver:  kin,  close  friends,  and  neighbors.  Kin  can 
be  further  subdivided  into  spouse  and  child  (the  nuclear  family),  with 
siblings  and  other  relatives  composing  the  distant  family  network. 
These  categories  can  be  further  inventoried  by  type  of  caregiving 
arrangement  (whether  it  is  within  or  between  households)  and  the 
type  of  care  provided  (instrumental  or  affective). 

Even  though  the  previous  review  of  kin  resources,  reduced  by  the 
concept  of  functioning  kin,  indicated  a pool  of  relatives  available, 
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research  has  shown  that  “primary”  responsibility  is  usually  assumed 
by  one  person  (Johnson,  1979).  In  general,  the  spouse  is  the  most 
likely  caregiver,  particularly  for  men  who  are  more  likely  to  be  mar- 
ried (Shanas,  1977).  “Men  take  over  traditionally  female  tasks  as 
necessary,  women  find  the  strength  to  turn  and  lift  bedfast  husbands. 
Husbands  or  wives  of  the  elderly  bedfast  persons,  themselves  elderly, 
are  rarely  able  to  manage  the  care  of  a spouse  without  outside  help.” 
The  spouse  as  the  primary  caregiver  meets  societal  norms.  Spouses 
are  expected  to,  and  do,  provide  home  care  for  their  partners  for  as 
long  as  possible  (Johnson,  1979).  This  commitment  is  reflected  in 
the  extreme  impairment  level  of  the  relatively  few  married  persons 
who  are  institutionalized  (DeVita,  1979).  Adult  children  either  in  or 
outside  the  household  were  reported  as  the  second  main  source  of 
help,  with  many  reporting  assistance  from  paid  helpers,  indicating 
that  they  also  require  outside  help  (Shanas,  1979).  Adult  children 
usually  provide  care  to  the  unmarried  elderly.  If  there  are  no  off- 
spring available,  brothers,  sisters,  or  other  relatives  (nieces,  neph- 
ews) may  provide  assistance. 

Friends  and  neighbors  also  form  part  of  the  social  support  net- 
work of  the  elderly.  Dono  (1979)  determined  the  importance  of  peers 
by  showing  that  widows  are  more  likely  to  be  looked  after  by  other 
widows,  at  least  where  they  maintain  their  own  residence.  However, 
relationships  with  friends  and  neighbors  do  not  entirely  compensate 
for  lack  of  relationships  with  spouse  and  children  (Cantor,  1980). 

For  all  categories  of  caregivers  but  spouse,  the  sex  is  predomi- 
nantly female.  In  the  study  by  Cantor  (1980),  women  composed 
75  percent  of  children  caregivers,  86  percent  of  the  other  relative 
caregivers,  and  92  percent  of  the  friend/neighbor  caregivers.  Males 
(excluding  husbands)  are  usually  primary  caregivers  by  default, 
when  the  family  network  is  all  male  or  they  are  the  only  ones  avail- 
able (Brookdale  Center  on  Aging,  1979).  If  a son  is  a primary  care- 
giver, his  spouse  is  likely  to  be  very  involved  in  the  caregiving 
process.  On  the  other  hand,  daughters  who  are  primary  caregivers 
tend  to  protect  their  husbands  from  sharing  any  responsibility 
(Horowitz,  1978).  Female  predominance  may  be  due  to  greater  life 
expectancy  and  sex-role  differences.  The  one  exception  is  the 
category  of  spouse  caregivers  where  the  sex  ratio  is  approximately 
equal  (Cantor,  1980;  Soldo  and  Sharma,  1980).  Sex  of  caregiver  is 
also  related  to  nature  of  task.  There  is  usually  a clear  division  of 
labor,  with  women  primarily  performing  domestic  tasks  such  as 
cooking  and  cleaning  and  males  performing  tasks  such  as  making 
repairs  in  the  house  (Hawkins  and  Jacobson,  1980). 

Types  and  Extent  of  Assistance 

The  types  of  assistance  provided  by  family  and  other  informal 
caregivers  of  the  elderly  may  be  classified  into  instrumental  and 
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affective  tasks.  Affective  assistance  provides  emotional  supports 
and  fulfills  socialization  needs.  It  includes  activities  such  as  visiting, 
talking,  giving  advice,  and  watching  television  together.  Such  emo- 
tional support  is  highly  valued  by  the  elderly;  in  fact,  the  elderly  tend 
to  deem  it  more  important  than  other  assistance  (Seelbach  and 
Sauer,  1977).  Emotional  support  can  be  provided  by  friends  and 
neighbors.  Support  from  these  groups  occurs  especially  for  elderly 
women  who  are  more  likely  than  men  to  socialize  outside  the  family 
network  (Seelbach,  1979).  Although  friends  and  neighbors  provide 
companionship  and  an  outlet  for  tension,  the  preference  of  the  el- 
derly remains  for  family  members  to  provide  all  types  of  support,  even 
emotional  (Cantor,  1979).  Distant  relatives  do  not  appear  to  have 
much  of  a role  in  fulfilling  an  elderly  person’s  social  needs  unless  a 
strong  bond  of  affection  already  existed  (Johnson,  1979).  It  is  shown 
that  the  more  distant  the  relationship  becomes,  the  more  the  type  of 
caregiving  provided  differs  from  that  provided  by  a spouse  or  an 
adult  child.  The  person  more  likely  serves  as  an  “intermediary 
between  the  elderly  patient  and  the  health  care  bureaucracy  and 
their  major  responsibility  involves  arranging  for  hired  help”  (John- 
son, 1980).  In  other  words,  the  assistance  is  real  but  lacks  intimacy. 

Instrumental  assistance  focuses  on  particular  tasks  such  as  per- 
sonal care  activities,  medical  management,  or  transportation  and 
household  assistance.  A study  by  York  and  Calsyn  (1977)  about  fam- 
ilies of  nursing  home  patients  indicates  that  the  family  is  very  in- 
volved in  providing  assistance  to  an  elderly  person  before  placement 
in  a nursing  home.  The  percentage  of  families  providing  regular  help 
is  as  follows:  shopping  (72  percent),  laundry,  medical  affairs,  and 
heavy  cleaning  (69  percent),  cooking  (58  percent),  bathing  (32  per- 
cent), dressing  (21  , percent),  and  using  the  toilet  (12  percent). 
Although  for  the  entire  sample,  personal  care  assistance  was  less 
reported  than  other  tasks,  about  30  percent  of  the  families  took  the 
aged  person  into  their  homes  before  nursing  home  placement;  it  is 
likely  that  personal  care  assistance  was  greater  for  that  portion  of 
the  sample. 

A study  by  Cantor  (1980)  showed  a substantial  difference  in  the 
extent  of  instrumental  assistance  as  measured  by  10  activities  among 
the  various  types  of  caregivers.  The  spouse  was  the  most  involved, 
with  a mean  number  of  seven  tasks  performed,  followed  by  adult 
children  (mean  of  5.4)  and  other  relatives  (mean  of  2.7).  Spouses 
were  more  likely  to  be  involved  in  all  activities,  while  children  and 
other  relatives  were  less  involved  in  personal  care  and  assistance 
with  medication.  In  addition,  other  relatives  were  less  likely  to 
help  with  housework.  Friends  and  neighbors  were  the  least  involved 
group.  Friends  and  neighbors  may  be  useful  in  short-term,  crisis 
situations,  but  chronic  care  which  requires  daily  monitoring  and 
nursing  care  falls  primarily  within  the  family  realm  (Cantor,  1980). 
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The  caregiving  responsibilities  of  the  family  members  range  from 
weekly  visits  to  shared  housing  arrangements.  The  majority  of  the 
caregivers  provide  care  by  running  frequent  errands,  providing 
transportation,  and  making  telephone  calls.  Cantor  (1980)  reported 
a range  from  one  hour  to  all  of  the  time  (84  hours  per  week)  for  both 
affective  and  instrumental  assistance.  For  the  most  part,  20  to  30 
hours  were  spent  on  both  types.  From  the  time  perspective  of  the 
caregiver,  it  would  appear  that  there  was  no  real  distinction  between 
affective  and  instrumental  assistance;  both  were  equally  important 
and  time  consuming.  For  about  40  percent  of  children  caring  for 
elderly  parents  in  the  same  household,  Newman  (1976)  found  that 
they  spent  the  equivalent  of  a full-time  job  in  caregiving  activities. 

As  the  needs  of  the  parents  grow,  the  families  generally  respond 
with  an  increased  commitment  such  as  providing  constant  care  or 
sharing  a household.  In  general,  the  amount  of  assistance  provided 
is  directly  related  to  health  status  (Seelbach,  1977)  and  to  the  age 
of  the  older  person  and  low  income  (Cantor,  1975).  Movement  into 
a relative’s  home  is  usually  seen  as  an  alternative  to  moving  into 
an  institution,  and  that  living  arrangement  was  often  reported  prior 
to  institutionalization:  30  percent  in  the  study  by  York  and  Calsyn 
(1977),  54  percent  in  the  study  by  Miller  and  Harris  (1965),  and 
45  percent  by  Townsend  (1965).  This  is  buttressed  by  the  fact  that 
there  are  about  twice  as  many  elderly  living  in  multigenerational 
households — 9 percent — than  in  institutions — 5 percent — with  more 
of  those  75  years  and  older  living  in  such  arrangements,  indicating 
a relationship  to  disability  (Mindel,  1979).  Families  view  institution- 
alization as  the  last  resort  only  after  all  possible  alternatives  have 
been  explored  (Brody,  1979). 

Researchers  have  argued  that  with  the  proliferation  of  organized 
programs  serving  the  elderly,  a new  role  for  the  family  has  emerged: 
that  of  mediator  between  the  institutional  bureauracy  and  the  older 
person.  The  family  can  “.  . . be  a buffer  for  elderly  persons  in  the 
latter’s  dealing  with  bureaucracies;  examine  the  service  options  pro- 
vided by  organizations;  effect  entry  of  the  elderly  person  into  the 
program  of  bureaucratic  organizations  and  facilitate  the  continuity 
of  the  relationship  of  the  aged  member  with  the  bureaucracy” 
(Shanas  and  Sussman,  1977). 

Caregiving  Impact  of  the  Support  System 

Although  benefits  are  derived  from  caregiving,  studies  have  also 
documented  various  problems  experienced  by  family  members 
caring  for  aged  relatives.  Newman’s  study  of  three-generation 
households  in  the  United  States  revealed  benefits  as  well  as  costs 
when  a parent  was  in  the  household  of  an  adult  child.  The  benefits 
included  affection,  enjoyment,  contribution  to  the  household  througn 
housework  or  child  care,  and  relief  that  the  parent  was  being  cared 
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for  properly.  The  majority  reported  that  there  had  been  no  changes 
in  the  household’s  routine,  but  40  percent  reported  increased  strain 
and  changes  in  the  family  (Lebowitz,  1978).  These  changes  included 
low  morale,  interruption  of  domestic  routines  and  social  and  leisure 
activities,  financial  costs,  and  ill  health. 

A study  by  Grad  and  Sainsbury  (1966)  indicated  that  about  75 
percent  of  families  with  mentally  ill  elderly  reported  facing  some 
burden,  with  40  percent  reporting  it  as  a severe  burden.  It  indicated 
that  the  elderly  who  are  mentally  ill  impose  the  most  severe  burden 
on  their  families  (Lebowitz,  1978).  In  a study  of  geriatric  day  care 
patients,  about  half  of  the  families  experienced  some  degree  of  strain 
(Rathbone-McCluan,  1976),  but  it  was  emotional  more  than  financial. 
Cantor’s  study  (1980)  indicated  that  spouses  were  more  likely  than 
children  or  other  relatives  to  experience  financial  strain,  but  it  was 
still  secondary  to  the  physical  or  emotional  strain.  Indirect  financial 
costs,  or  opportunity  costs  due  to  loss  of  earnings  when  a caregiver 
does  not  enter  or  not  remain  in  the  labor  force,  may  be  incurred. 
Opportunity  costs  are  more  likely  to  affect  younger  adult  children  or 
other  relatives  who  are  mostly  female,  particularly  single  parents 
who  are  most  likely  to  work  out  of  economic  necessity,  than  spouse 
caregivers  who  are  elderly  themselves  and  not  in  the  labor  force. 

Direct  financial  costs  to  families  caring  for  the  elderly  are  relieved 
in  several  ways.  Third-party  reimbursement,  such  as  Medicare  and 
Medicaid,  reduces  a large  proportion  of  expenditures  for  insured 
items;  food  stamps  for  qualifying  individuals  reduce  household 
expenditures;  the  elderly  person’s  own  income  from  social  security 
and  other  pensions  reduces  direct  financial  costs  incurred  by  care- 
givers. 

The  social  and  psychological  impact  of  care  is  expressed  by  the 
caregivers  in  many  ways:  feelings  of  worry,  burden,  frustration,  and 
being  “tied  down.”  Caregivers  most  frequently  complain  of  social 
isolation  due  to  interruption  of  friendship  patterns  and  impairment  of 
their  mobility  (Fengler  and  Goodrich,  1979).  This  is  accentuated  by 
the  fact  that  usually  only  one  person  assumes  the  primary  caregiver 
role  instead  of  an  optimal  situation  of  shared  family  support  which 
would  not  overly  tax  one  individual  (Johnson,  1979). 

Role  stress  may  occur  for  a spouse  in  adjusting  to  a dependent 
relationship  where  a mutually  interdependent  one  previously  existed, 
causing  anger,  frustration,  and  resentment.  Adult  children  who  as- 
sume the  caregiving  role  may  be  confused  or  angry  about  the  role 
reversal  of  the  parent-child  relationship  (Horowitz,  1978). 

Conflicting  obligations  also  result  in  strain.  Responsibilities  to 
parents  may  take  precedence  over  responsibilities  to  spouse,  chil- 
dren, or  others  because  the  former  is  seen  as  the  more  pressing 
need.  However,  this  is  usually  felt  to  be  a forced  choice.  Filial  duties 
have  a marked  impact  on  the  marital  and  family  relations  of  an  adult 
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child.  The  spouse  and  offspring  may  “feel  neglected,  deprived, 
bitter,  jealous,  or  resentful,  depending  on  how  they  view  the  care- 
giver’s activities.  This,  in  turn,  might  produce  disagreement  and 
turmoil  in  the  marital  and  parent-child  relationships”  (Seelbach, 

1978) . 

Women  are  particularly  vulnerable  to  role  strain  since  they  are  the 
principal  caregivers  to  the  aged.  They  have  been  characterized  as 
“women  in  the  middle,”  often  being  in  middle  age  and  in  the  middle 
generation.  They  are  also  in  the  middle  by  being  subject  to  “mul- 
tiple, and  often  competing,  demands  of  their  roles  as  workers, 
spouses,  filial  caregivers,  parents,  and  even  grandparents.  In  addi- 
tion, they  may  be  in  the  middle  by  experiencing  conflict  due  to 
changing  social  values,  especially  the  value  of  women  doing  out-of- 
home work  vis-a-vis  the  traditional  value  that  care  of  the  elderly  is 
their  responsibility”  (Brody,  1979). 

Women’s  increased  participation  in  the  labor  force  will  have  an 
unknown  impact  on  the  caregiving  situation  in  the  family.  Whether 
it  will  lead  to  a redistribution  of  responsibilities  among  the  family 
members  or  will  be  an  added  burden  on  women  and  cause  more  role 
strain  remains  to  be  seen.  Reports  indicate  that  sharing  of  house- 
hold chores  or  increased  help  in  families  where  the  women  works, 
however,  have  not  been  significant,  even  with  the  large  rise  in  female 
employment.  A similar  outcome  might  occur  with  caregiving  obliga- 
tion (Treas,  1977).  Analysis  of  Survey  of  Income  and  Education  (SIE) 
data  by  Soldo  and  Sharma  (1980)  gives  evidence  that  families  in 
which  the  wife  works  and  no  other  adult  women  are  present  in  the 
house  are  more  likely  to  purchase  care  for  the  elderly  than  house- 
holds in  which  the  wife  does  not  work  or  where  there  is  another 
woman  present. 

It  is  possible  that  health  status  of  the  caregiver  may  also  be 
affected.  Klein  et  al  (1968)  report  that  physical  and  emotional  symp- 
toms increase  among  spouses  during  caregiving.  A study  by  Mylly- 
luoma  and  Soldo  (1980)  on  intrahousehold  caregiving  based  on 
analysis  of  SIE  data  indicates  that  among  elderly  couples  living  by 
themselves,  over  5 percent  of  the  caregivers  also  required  a moder- 
ate to  high  level  of  assistance.  This  suggests  the  potential  vulnera- 
bility of  the  caregiver,  when  he  or  she,  t6o,  is  elderly  and  may  require 
assistance,  especially  as  duration  of  caregiving  increases.  In  a study 
of  effects  of  caregiving  on  responsible  family  members  (Adams  et  al, 

1979) ,  one-third  of  the  persons  reported  that  their  health  was  affected 
by  their  elder’s  illness.  Twice  as  many  of  those  persons  living  with 
the  elder  reported  health  problems,  compared  to  those  who  were  not. 

Strained  affective  relationships  are  another  negative  consequence 
of  caregiving.  For  instance,  before  extensive  caregiving  begins,  the 
aged  parent  more  likely  labels  a child  as  the  person  to  whom  he  or 
she  feels  closest;  this  is  not  true  afterwards  (Tobin  and  Kulys,  1980). 
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The  prevalent  notion  of  family  responsibility  compels  many  to  care 
for  their  elderly  parents,  regardless  of  the  nature  of  their  past  rela- 
tionships. It  seems  that  a child  responds  to  a parent  in  need,  and 
“if  anything,  care  is  given  in  spite  of,  not  because  of,  the  past  rela- 
tionship” (Horowitz,  1978). 

A history  of  reciprocity  and  an  affective  interaction  were  associ- 
ated with  the  ability  to  assume  and  accept  the  caretaking  role  with 
relatively  less  tension  (Horowitz,  1978).  Lack  of  such  a positive  his- 
tory was  associated  with  tension  related  to  caregiving.  Providing 
care  because  one  feels  obligated  could  lead  to  anger  and  frustration, 
which  in  turn  might  result  in  ineffective  caregiving  and,  possibly, 
abuse.  One  study  investigating  abuse  of  the  elderly  by  caregivers 
found  evidence  of  a rate  of  abuse  of  almost  10  percent  (Tobin  and 
Kulys,  1980). 

Two  factors  that  mitigate  the  strain  of  caregiving  impact  are  a 
perceived  support  from  other  family  members  and  a gradual,  not 
sudden,  increase  in  the  needs  of  the  older  person.  Both  factors  per- 
mit an  easier  adaptation  to  the  caregiving  role  (Horowitz,  1978). 

Sustaining  Family  Caregiving  of  the  Elderly 

Although  different  caregivers  have  different  tolerance  thresholds, 
family  caregiving  cannot  continue  indefinitely  in  many  cases,  con- 
sidering the  stresses  that  families  experience  in  caring  for  the  el- 
derly. Institutional  placement  more  often  stems  from  exhaustion  of 
family  resources  and  excessive  burden  on  family  members  than  a 
change  in  the  older  person’s  health  status  (Kraus  et  al,  1976).  In  a 
study  comparing  institutionalized  and  community  samples  of  older 
persons  and  their  families,  the  family’s  self-reported  ability  to  pro- 
vide care  as  long  as  needed  emerged  as  the  major  distinguishing 
variable  (Smyer,  1980). 

Much  of  the  literature  on  family  care  of  the  elderly  calls  for  estab- 
lishing service  and/or  economic  incentives  to  sustain  caregiving. 
Sussman  (1977)  states  that  “the  family  network  is  a vast  reservoir  of 
energy  which  can  be  appropriately  harnessed  if  it  is  given  sufficient 
resources  so  that  it  does  not  deplete  its  own  stock  and  that  its  mem- 
bers have  reasonable  hopes  to  meet  their  expectations  for  mainte- 
nance, a quality  of  life  or  achievement.” 

Studies  to  date  have  focused  particularly  on  the  role  of  service 
provision  in  assisting  the  family.  In  a study  of  geriatric  day  care 
patients,  the  families  admitted  that  the  programs  helped  reduce 
family  tension,  alleviated  the  burden  of  care,  and  prevented  further 
emotional  dependence  on  them.  Families  indicated  that  the  day 
care  arrangement  represented  a “last  ditch”  effort  to  maintain 
the  older  person  in  the  community  (Rathbone-McCuan,  1976).  Horo- 
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witz  (1978)  found  that  when  caregivers  were  provided  with  services, 
primarily  homemaker,  housekeeper,  and/or  companion-aide,  two 
major  benefits  were  identified:  (1)  freedom  to  engage  in  other  activi- 
ties because  more  time  was  available,  and  (2)  freedom  from  the 
emotional  pressure  of  having  primary  responsibility  for  the  parent’s 
well-being.  Where  the  caregiver  resented  the  role  reversal  of  the 
parent-child  relationship,  the  introduction  of  an  outside  source  im- 
proved the  affective  quality  of  the  relationship.  Gross-Andrews  and 
Zimmer  (1977)  also  reported  that  family  caregivers  reported  allevia- 
tion of  stress  or  of  disruption  in  their  lives  in  emotional,  physical, 
social,  and  financial  terms  when  provided  with  up  to  four  services: 
companion  aide,  personal  care  worker,  homemaker/home  attendant, 
and  housekeeper.  Provision  of  such  services  would  leave  the  care- 
giver more  time  and  energy  to  satisfy  the  emotional  needs  of  the 
elderly  (Dunlop,  1980). 

While  these  studies  suggest  that  provision  of  services  can  reduce 
the  stress  on  the  caregiver,  it  is  still  unclear  whether  provision  of 
services  to  the  family  will  prevent  or  delay  institutionalization.  If 
one  assumes  that  social  services  and  programs,  by  providing  instru- 
mental assistance,  will  permit  the  caregiver  to  attend  to  the  elderly’s 
emotional  needs  (Seelbach  and  Sauer,  1977)  and  that  such  emo- 
tional support  can  be  crucial  in  prevention  or  delaying  deterioration 
in  physical  functioning  (Dunlop,  1980),  institutionalization  may  also 
be  delayed  or  prevented.  For  example,  in  Sager’s  1978  study  of  hos- 
pital patients  who  were  to  be  discharged  to  nursing  homes,  the  dis- 
charge planner  believed  that  three-fourths  of  the  families  would  have 
been  willing  to  maintain  the  patient  at  home  if  outside  support  serv- 
ices were  provided.  Similarly,  in  a study  by  Eggert  et  al  (1977)  of 
elderly  disabled  patients  discharged  from  the  hospital,  family  willing- 
ness to  care  for  the  patients  and  ability  to  absorb  home  care  costs 
were  the  strongest  predictors  of  whether  the  older  person  went  home 
or  to  an  institution.  This  willingness,  however,  appeared  to  signifi- 
cantly erode  over  time  when  the  burden  was  not  shared  by  supple- 
mentary social  services.  For  example,  where  formal  home  care  and 
social  services  were  not  readily  available,  70  percent  of  the  patients’ 
families  had  provided  care  for  them  at  home  after  the  first  hospitali- 
zation, but  only  38  percent  were  willing  to  give  such  care  after  the 
second  hospitalization  (Eggert  et  al,  1977).  Although  the  studies  just 
cited  indicate  prevention  or  delay  of  institutionalization,  the  Section 
222  demonstrations,  which  studied  the  effect  of  provision  of  home- 
maker services,  did  not  show  any  difference  in  nursing  home  rates 
between  the  control  and  experimental  groups  (Weissert  et  al,  1979). 

Several  types  of  economic  incentives  have  been  proposed  to  sus- 
tain family  caregiving.  These  include  suggestions  for  direct  cash 
subsidies,  tax  relief,  and  low  cost  loans.  Treas  (1977)  argues  that 
“families  who  overcome  the  many  obstacles  to  home  care  of  the  aged 
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would  seem  to  warrant  direct  payments  as  surely  as  do  strangers 
providing  less  personalized  services.” 

Sussman  (1976)  has  proposed  offering  economic  and  service  in- 
centives to  families  for  care  of  the  aged,  under  a contractual  arrange- 
ment that  would  be  for  a given  time  period.  The  incentives,  he  argues, 
would  reduce  the  economic  liabilities  of  caregiving  and  thereby  per- 
mit the  family  to  concentrate  on  providing  affective  assistance. 
Schorr  (1980)  believes  that  such  a proposal  would  create  a bureau- 
cratic nightmare  and,  in  the  long  run,  subvert  filial  attachments  and 
responsibility.  As  he  points  out,  “Why  would  one  help  a parent  for 
nothing  if  it  seemed  that  everyone  else  was  being  paid?  If,  in  fact, 
Congress  says  one  should  be  paid?”  Certainly  some  assessment  or 
goalkeeping  procedure  would  have  to  be  created  “unless  the  govern- 
ment is  to  pay  80  percent  of  the  home  care  now  being  provided  free 
by  families.” 

Another  proposal  calls  for  some  type  of  attendance/disability  al- 
lowance for  persons  who  require  care  in  the  home.  Currently,  the 
Veterans  Administration  does  provide  an  allowance  to  low  income, 
aged  veterans  who  need  regular  aid  and  attendance.  Schorr  (1980) 
cites  suggestions  that  the  United  States  provide  an  attendance  allow- 
ance to  everyone  who  is  75  years  old  or  more  without  a demonstra- 
tion of  need.  A variant  of  this  would  provide  fewer  benefits  at  age  65 
and  more  at  75  and  85.  The  government  would  deal  with  it  as  an 
income  strategy  and  administer  it  with  relative  efficiency  and  sim- 
plicity. Other  proposals  base  payment  on  proven  medical  need. 
Some  would  pay  whether  home  help  is  purchased  or  provided  by  the 
family,  or  not  provided  at  all,  at  the  discretion  of  the  beneficiary 
(Schorr,  1980).  Some  would  provide  vouchers  to  eligible  clients  with 
the  value  based  on  level  of  disability  and  income  (DHHS,  1981). 
These  vouchers  would  be  used  with  formal  service  providers. 

California  is  an  example  which  uses  the  former  model.  Qualified 
individuals  receive  a flat  sum  of  money  to  purchase  whatever  mix 
and  level  of  support  services  they  desire  from  any  source,  including 
family.  In  fact,  family  members  have  become  the  major  provider  of 
homemaker,  home  management,  and  chores  services  under  Title  XX 
(Callahan  et  at,  1979).  This  system  permits  a large  degree  of  indi- 
vidual choice,  but  there  has  been  much  abuse.  Other  States  limit 
payments  to  distant  relatives. 

Cost  is  the  major  disadvantage  of  these  proposals  since  they  are 
“likely  to  substitute  monetary  exchange  for  what  is  currently  an  un- 
paid, informal  care  arrangement  for  many”  (DHHS,  1981). 

A review  by  Gibson  (1980)  discusses  how  European  nations  are 
currently  providing  such  payments  and  reports  that  there  is  a wide 
variation  in  the  qualifying  conditions  and  benefit  levels  of  the  allow- 
ances. Some  programs  pay  the  elderly  disabled  person  directly  to 
permit  consumer  choice;  some  pay  the  relative  directly  for  pro- 


325 


viding  home  care.  In  England,  both  the  elderly  disabled  person  and 
his/her  caregiving  relative  can  receive  an  allowance.  The  impact  of 
these  payments  has  not  been  systematically  evaluated,  and  it  is 
unclear  to  what  extent,  if  any,  they  serve  as  incentives  to  family  care 
of  the  elderly.  Some  of  the  payments  are  so  low  that  they  may  not 
be  incentives.  Others  are  quite  substantial,  though  still  not  con- 
sidered equivalent  to  a regular  wage.  So  there  would  still  be  oppor- 
tunity costs  involved  for  a caregiver  who  took  care  of  a chronically 
ill  relative  instead  of  entering  or  remaining  in  the  work  force.  England 
and  Sweden  provide  other  benefits  which  may  partially  remedy  this 
problem.  For  example,  pension  credits  are  given  to  persons  who 
leave  the  work  force  to  care  for  an  elderly  or  disabled  relative. 

Tax  proposals  most  frequently  mentioned  are: 

• Income  tax  deductions  to  family  members  for  providing  care  to 
dependent  older  members  which  would  be  similar  to  deductions 
of  payments  for  child  care  expenses  to  family  members 

• specific  tax  write-offs  for  expenses  incurred  in  connection  with 
caretaking  functions  of  aging  parents 

• property  tax  waivers  with  some  proportional  formula  for  dwell- 
ing usage  given  to  the  dependent  ‘elderly  who  live  with  family 
members  (Lowy,  1980). 

Such  proposals  would  do  more  to  encourage  sharing  the  burden 
among  several  family  members  than  the  current  requirement  of  pro- 
viding more  than  half  of  the  support  to  claim  an  elderly  person  as 
a dependent. 

Provision  of  low  cost  loans  to  the  family  for  renovating  or  building 
an  addition  to  a house  to  provide  suitable  space  for  a disabled  older 
relative  is  another  suggestion.  Several  other  countries,  such  as 
Japan,  Sweden,  England  and  Australia,  provide  such  assistance  to 
encourage  multigenerational  living  (Gibson,  1980). 

An  attitude  survey  by  Sussman  (1977)  provides  some  insights  into 
what  incentives  might  be  preferred  by  families  providing  care  to  the 
elderly.  Individuals  were  asked  to  rank  service  incentives  and  finan- 
cial incentives  separately.  The  service  incentives  were  medical  care, 
visiting,  social  centers,  information  centers,  meals-on-wheels,  or 
home  aide  services.  More  than  two-thirds  chose  medical  care  as  the 
most  preferred  service  incentive.  The  financial  incentive  choices 
were  monthly  checks,  tax  deductions,  low  cost  loans,  food  stamps, 
rental  allowances,  or  property  tax  deductions.  Of  these,  two-thirds 
of  the  respondents  preferred  monthly  checks.  When  the  financial 
options  were  ranked  against  the  service  options,  47  percent  selected 
monthly  checks  as  their  first  choice,  versus  22  percent  who  chose 
the  medical  care  option  first  (Sussman,  1977).  However,  for  many  of 
those  individuals  who  cared  for  or  had  an  older  person  living  with 
them  some  time  previously,  service  incentives  were  preferred  over 


326 


economic  ones.  It  indicates  that  while  the  families  certainly  recog- 
nize the  benefits  of  a regular  monthly  check,  “their  actual  experience 
with  a chronically  ill  elderly  relative  indicates  a greater  need  and 
appreciation  for  those  supports  which  will  make  their  lives  less 
harried”  (Sussman,  1979). 

The  study  also  indicated,  however,  that  not  all  families  respond 
to  incentives.  About  19  percent  of  the  families  interviewed  reported 
that  they  would  not  take  an  elderly  relative  into  their  home  under 
any  circumstances.  Sussman  (1979)  states  that  “incentives  may  just 
facilitate  the  process  for  those  already  committed  and  do  little  to 
change  the  minds  of  refusers.” 

One  conclusion  of  the  study  was  that  demographic  variables  do 
not  play  an  important  role  in  explaining  willingness  of  a person  to 
care  for  an  elderly  person.  Situational  variables  were  more  corre- 
lated with  willingness.  These  include  such  things  as  crowding  in  the 
house,  perception  of  spouse’s  or  children’s  amenability  to  the  idea, 
presence  of  relatives  who  live  nearby  and  could  help,  favorable 
attitudes  toward  the  elderly,  and  previous  positive  experiences  with 
the  elderly  (Sussman,  1979). 

This  is  an  important  finding,  for  public  policy  can  be  formulated  to 
alter  these  situational  variables  and  thereby  increases  the  family’s 
willingness  to  provide  and  continue  caregiving  of  the  elderly.  Demo- 
graphic variables  are  not  so  amenable.  However,  as  with  any  atti- 
tude survey,  attitude  cannot  guarantee  actual  behavior. 

Policy  Issues  and  Recommendations 

The  family  has  an  important  role  in  the  caregiving  of  the  elderly, 
being  the  major  provider  of  care.  While  policymakers  appreciate  the 
usefulness  of  family  ties  and  seek  to  maximize  the  contributions  of 
the  family,  they  must  also  realize  the  family’s  limitations.  One  costly 
consequence  of  excessive  burden  on  the  family  is  assumed  to  be 
premature  institutionalization  of  the  elderly,  although  this  is  difficult 
to  measure. 

The  issue  then  becomes  what  can  be  done  to  sustain  family  care- 
giving of  the  elderly.  The  service  and  economic  incentives  just  dis- 
cussed could  be  universally  available  and  open-ended  but  realisti- 
cally, some  screening  mechanism  to  target  those  most  in  need  would 
be  necessary  to  prevent  excessive  costs.  To  develop  economically 
feasible  policies,  the  appropriate  forms  of  family  support  and  who 
should  be  supported  have  to  be  determined. 

However,  if  the  overriding  issue  is  one  of  minimizing  costs  (which 
is  usually  assumed  to  be  reduction  in  institutionalization),  policy 
dictates  concentrating  provision  of  services  or  other  incentives  on 
those  impaired  elderly  without  family  supports.  “Consequently,  those 
dependent  elderly  receiving  informal  care  from  kin,  who  may  be 
undergoing  severe  stress,  would  tend  to  be  excluded.  In  this  way, 
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the  goal  of  relieving  stress  on  informal  care-givers  would  be  for- 
feited” (Dunlop,  1980).  A study  in  England  (Moroney,  1976)  found 
that  “services  that  can  be  used  to  support  families  that  are  caring 
for  their  impaired  elderly  members  are  deployed  from  such  families 
to  individuals  where  there  is  no  viable  support.”  It  is  assumed  that 
“if  resources  are  not  made  available  . . . , the  probability  is  that  the 
family  will  still  be  able  to  manage,  at  least  for  a time.  Relatively 
little  is  made  available  to  families  until  they  reach  the  breaking 
point.”  The  same  situation  has  occurred  in  Israel,  “where  if  an  old 
person  lives  with  a child  or  relative,  he  is  informally  cut  off  from  the 
scarce  resources  of  the  visiting  homemaker  or  health  aide”  (Shanas 
and  Sussman,  1977).  With  limited  resources,  such  competing  goals 
will  continue  to  be  a problem. 

Limited  resources  make  it  essential  to  provide  those  services 
which  are  the  most  beneficial.  Dunlop  (1980)  states  that  “policy- 
makers need  to  know  the  relative  value  of  each  type  of  home-based 
service  and  service  package.”  Respite  care  appears  to  be  a service 
valued  highly  by  family  caregivers.  This  type  of  service  would  alle- 
viate one  of  the  major  problems  experienced  by  caregivers  across 
all  socioeconomic  groups — restricted  mobility  (Danis,  1978).  It 
would  relieve  demands  on  caregivers  and  allow  them  necessary  time 
for  themselves,  their  husbands,  wives,  and  children.  The  Section  222 
demonstration  project  indicates  that  a combination  of  homemaker 
and  day  care  service  might  be  better  than  a homemaker  package 
alone  (Weissert  et  al,  1979).  Such  a service  package,  however,  is 
likely  to  have  tremendous  costs. 

More  viable  alternatives  should  be  developed  between  the  two 
extremes  of  institutional  care  or  shared  household — generally  the 
only  two  options  that  adult  children  and  other  relatives  consider 
when  extended  care  is  necessary  (Robinson  and  Thurnher,  1979). 
Service  provision  has  to  be  adaptable  to  the  needs  of  particular 
groups  of  caregivers,  such  as  spouses  who  experience  tremendous 
burden  in  providing  constant  care  but  are  expected  to  persevere  in 
accordance  with  the  marital  role.  For  such  a group,  routine  nine-to- 
five  services  may  be  inadequate,  and  services  with  more  flexible 
schedules  may  be  required.  Linkage  to  formal  services  can  be  facili- 
tated to  ease  the  family  tasks,  with  more  coordination  between  the 
formal  system  and  the  family  network  and  a division  of  services  that 
are  appropriate  for  each  as  expressed  by  Litwak  (1966)  in  his  theory 
of  shared  functions.  Maximizing  the  efficiency  of  both  these  systems 
in  serving  the  elderly  is  admittedly  a delicate  balancing  act.  At 
present  there  is  little  information  about  the  best  collaboration  be- 
tween the  two.  Certain  suggestions  concerning  the  role  of  formal 
organizations  were  mentioned  by  caregivers  in  a study  by  Hawkins 
and  Jacobson  (1980).  These  suggestions  included  recognizing  the 
caregiver’s  assistance,  facilitating  a support  network  of  other  care- 
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givers,  counseling  and  advising  caregivers  undergoing  stress,  pro- 
viding information  about  services  of  formal  agencies  and  how  to 
receive  them,  providing  technical  assistance  in  caring  for  the  older 
person,  and  providing  services  on  a temporary  basis  to  relieve  the 
caregiver,  such  as  housekeeping  and  cooking.  Certainly,  policy- 
makers need  to  view  the  elderly  in  the  context  of  the  family  network 
and  not  as  individuals.  To  that  end,  the  needs  of  the  caregivers 
should  be  considered,  as  well  as  the  needs  of  the  primary  client 
group,  the  elderly.  In  fact,  the  family  should  be  considered  the  base 
upon  which  the  services  of  the  formal  system  for  the  elderly  build, 
and  not  the  reverse,  as  is  commonly  assumed  (Hawkins  and  Jacob- 
son, 1980).  Formal  service  providers,  however,  have  expressed  con- 
cern about  legal  and  administrative  implications  of  such  cooperation 
with  informal  caregivers.  One  concern  is  the  organization’s  legal 
liability  if  it  should  become  the  primary  facilitator  for  an  informal 
care-giving  arrangement  and  if  the  informal  caregivers  subsequently, 
for  any  reason,  caused  injury  to  the  aged  (Hawkins  and  Jacobson, 
1980). 

Eggert  (1977)  questions  whether  family  capacity  might  be  sus- 
tained if  complemented  with  particular  services.  He  poses  the 
problem  that  “if  families  become  accustomed  to  the  availability  of 
supplementary  assistance,  is  there  any  reason  for  them  not  to  pro- 
gressively transfer  the  burden  of  care  so  that  over  time,  social 
provision  displaces  present  family  capacity?” 

One  national  study  concluded  that: 

The  services  do  not  undermine  self-help,  because  they  are  con- 
centrated overwhelmingly  among  those  who  have  neither  the 
capacities  nor  the  resources  to  undertake  the  relevant  functions 
alone.  Nor,  broadly  speaking,  do  the  services  conflict  with  the 
interests  of  the  family  as  a social  institution,  because  either  they 
tend  to  reach  people  who  lack  a family  or  whose  family  resources 
are  slender  or  they  provide  specialized  services  the  family  is  not 
equipped  or  qualified  to  undertake  (Townsend,  1968). 

However,  because  of  limited  availability  of  home-based  supportive 
services  and  other  natural  limitations  on  demand,  such  as  the  per- 
ceived welfare  connection  of  such  services  (Dunlop,  1980),  this 
question  of  services  possibly  substituting  for  family  care  rather  than 
supplementing  it  cannot  be  addressed  fully.  It  would  be  difficult  to 
predict  the  behavior  of  families  if  there  were  expanded  public  fund- 
ing of  home-based  services,  especially  if  the  welfare  connotation 
were  removed  (DHHS,  1981).  Very  little  information  is  available  on 
this  issue.  In  a study  of  a program  which  offered  four  types  of 
services  (companion  aide,  personal  care  worker,  homemaker/home 
attendant,  and  housekeeping),  family  requests  for  services  were 
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found  to  be  close  to  what  agency  staff  recommended,  and  many 
were  extremely  modest  (Gross-Andrew  and  Zimmer,  1977). 

Current  programs  and  policies  need  to  be  reviewed  to  determine 
if  there  is  any  negative  effect  on  the  family  support  system.  Supple- 
mental Security  Income  (SSI)  and  food  stamp  program  provisions  in 
particular  penalize  families  caring  for  the  elderly,  or  if  the  elderly 
person  and  family  members  share  a household,  since  family  re- 
sources are  counted  toward  the  aged  person’s  income.  SSI  pay- 
ments are  reduced  and  food-stamp  eligibility  may  be  denied  in  such 
situations.  These  provisions  disproportionately  affect  lower  income 
and  minority  families  who  are  more  likely  to  share  households. 
However,  such  provisions  may  not  always  act  as  a disincentive  if 
there  is  little  choice  in  sharing  a household. 

Policymakers  must  remain  alert  to  changing  demographics  and 
family  situations  in  developing  programs.  Such  trends  include: 
(1)  changes  in  family  composition  (for  example,  more  single  parents, 
fewer  children,  more  multigenerational  families,  and  so  on),  (2)  labor 
market  shifts  with  a greater  number  of  women  in  the  work  force, 
and  (3)  increased  longevity  yielding  more  and  older  elderly  and 
increasingly  older  caregivers. 

Agenda  for  Future  Research 

The  introduction  to  this  chapter  mentioned  the  limitations  of 
available  research  on  family  support  of  the  elderly.  These  included 
insufficient  detail,  limited  general  applicability,  and  the  cross- 
sectional,  descriptive  nature  of  studies.  Additional  research  is 
needed  to  extend  and  validate  existing  studies.  Such  research 
should  focus  on  formulating  and  testing  hypotheses  and  should 
preferably  be  longitudinal. 

Needed  research  in  this  area  can  be  grouped  into  several  major 
categories: 

• more  detail  of  the  processes  of  the  natural  support  system  of 
the  elderly,  including  research  on  decision-making 

• more  research  on  what  types  of  programs  or  services  would 
best  support  the  family  caregiving  system 

• more  research  of  the  costs  and  benefits  of  the  family  care- 
giving system. 

There  have  been  many  descriptive  studies  about  types  of  contri- 
butions that  family  members  provide  to  their  elderly  relatives, 
whether  well  or  impaired.  More  research  is  needed  to  determine 
the  conditions  and  circumstances  under  which  members  of  varied 
family  networks  at  different  life  cycle  stages  are  willing  to  care  for 
the  elderly.  This  is  critical  since  what  constitutes  a family  today  is 
not  particularly  homogeneous  and  will  be  less  so  in  the  future.  It  is 
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estimated  that  only  37  percent  of  families  are  nuclear  (husband, 
wife,  and  children),  another  11  percent  are  nuclear  dyad  (no  chil- 
dren), and  11  percent  are  reconstituted  nuclear  (remarried  husband 
or  wife  with  children).  The  remainder  are  single  parent  families, 
extended  families,  other  single  adults  and  experimental  forms 
(Sussman,  1976).  Thus,  more  studies  of  family  forms  that  differ 
from  the  mode  are  needed  since  it  is  predicted  that  these  forms 
will  exist  in  greater  numbers  in  the  future.  Since  the  birth  rate  is 
dropping,  there  will  be  more  elderly  who  are  childless  or  have  only 
one  child.  The  situation  of  the  childless  elderly  should  be  ex- 
amined— how  and  with  whom  helping  relationships  are  established. 
This  may  provide  information  on  how  family  surrogates  are  developed 
and  how  well  they  compensate  for  kin. 

Other  family  situations  which  should  be  investigated  because  of 
their  growing  numbers  are  single  parent  families,  dual  career  fami- 
lies, and  four  and  five  generational  families  where  there  are  aged 
parents  and  grandparents,  to  care  for  because  of  the  increased  life 
span  and  shorter  generation  span.  More  exploration  of  other  than 
parent-child  relationships,  such  as  those  with  siblings  and  more  dis- 
tant kin,  is  needed.  Another  aspect  to  be  examined  is  the  situation  in 
which  more  elderly  are  living  with  non-relatives  in  either  communal 
or  cohabitation  arrangements.  In  addition,  a basic  understanding  is 
required  of  the  decision  process  by  which  the  elderly  seek  help  or 
the  family  members  and  other  persons  offer  care. 

Researchers  have  called  for  demonstrations  which  would  relate 
types  of  family  networks,  stage  of  life  cycle  and  lifestyle  with  respect 
to  specific  incentives,  the  physical  and  mental  status  of  the  elderly 
person,  the  attitudes  and  perceptions  of  the  elderly  person  and  his/ 
her  relatives  and  the  physical  and  social  capabilities  of  relatives 
and  household.  Such  demonstrations  would  also  provide  social  and 
economic  cost/benefit  estimates  for  different  types  of  family  home 
care  arrangements. 

There  have  been  methodological  problems  with  cost  comparisons, 
especially  with  regard  to  family  contributions.  Carefully  designed 
research  is  needed  to  know  the  quality  and  scope  of  organized 
services  that  substitute  for  a specific  configuration  of  family  contri- 
butions. This  would  then  enable  assignment  of  a dollar  value  to 
family  contributions,  particularly  opportunity  costs  involved  in 
caregiving. 
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Chapter  IX 
Home  Care 

by  Hans  C.  Palmer 


Introduction 

Home  care  is  one  of  the  most  frequently  advocated  forms  of 
alternative  provision  of  long-term  care  (LTC).  To  many,  home  is  the 
“natural”  place  for  care;  to  others,  home  is  obviously  a cost-effective 
site  for  LTC,  which  is  considered  to  consist  mainly  of  hotel  services. 

In  this  chapter,  we  define  home  care  (HC),  suggest  some  classifica- 
tions for  HC,  place  it  in  the  spectrum  of  alternatives  discussed  in  the 
alternatives  chapter,  and  assess  some  of  the  analytical  literature  on 
home  care.  Among  the  analytical  issues  to  be  considered  are  cost- 
effectiveness  of  HC  versus  the  nursing  home,  the  choice  of  proper 
assessment  indicators,  appropriate  and  equitable  service  allocation, 
the  role  of  the  family,  and  an  alternative  payment  mechanism  to 
evoke  more  voluntary  assistance  with  HC.  We  will  discuss  a number 
of  recent  HC  studies  and  evaluations  in  relation  to  these  issues.  The 
chapter  concludes  with  presentation  of  a new  model  of  client  place- 
ment and  suitability  for  HC  developed  by  Thomas  Willemain. 

Actually,  as  is  true  of  other  modes  in  the  LTC  spectrum,  the  terms 
“home  care”  and  “home  health  care”  refer  to  a number  of  combina- 
tions of  services,  although  the  home  (the  client’s  or  the  family’s) 
is  usually  the  site  of  care.  For  this  analysis,  the  term  home  care 
(HC)  will  be  used,  and  “health”  and  other  modifiers  will  be  intro- 
duced where  needed.  Within  the  home  care  structure,  current  opin- 
ion recognizes  as  strong  a psychological  and  social  focus  as  a medi- 
cal one,  although  the  intensity  of  medical  services  may  be  heavy. 
Another  expected  characteristic  is  the  significant  involvement  of 
available  family  and  friends  of  the  client. 

In  one  sense,  home  care  may  be  viewed  as  pre-institutional  (reduc- 
ing length  of  stay  by  preparing  the  patient  for  hospitalization)  or 
post-institutional,  as  in  the  famous  “after  care”  programs  of  some 
New  York  and  Boston  hospitals  designed  to  reduce  the  cost  of  acute 
care  episodes.  It  may  also  be  designed  to  substitute  continuously 
for  either  hospital  or  nursing  home  care.  Home  care  may  form  part 
of  a spectrum  of  care  for  a particular  patient,  complementing  adult 
day  care  and  other  service  programs.  In  a broader  planning  sense, 
HC  can  be  part  of  a large  pattern  of  offerings  whose  utilization 
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depends  on  eligibility,  medical,  functional,  and  psychological  cri- 
teria, and  other  indicators  of  appropriateness. 

One  helpful  way  of  studying  HC,  given  its  heterogeneity,  is  through 
the  three-or  four-part  classification  scheme  suggested  by  Callender, 
LaVor,  and  a number  of  health  care  groups.  Specifically,  they  have 
identified  intense  HC  as  a largely  medical  provision  featuring  exten- 
sive use  of  physicians,  RNs  and  LPNs  in  a home  setting  into  which 
some  high  technology  apparatus  may  have  been  introduced.  The 
essential  purpose  of  intense  level  care  is  to  shorten  hospital  stays 
(Callender  and  LaVor,  1975).  At  the  other  end  of  the  spectrum  are 
two  care  sets,  maintenance  and  personal.  (These  are  combined  in  a 
basic  category  by  Callender  and  LaVor.)  At  this  level,  the  purpose 
is  to  maintain  people  adequately  in  their  homes  “.  . . at  effective 
levels  of  health  and  function  over  long  periods  of  time  or  perma- 
nently without  recourse  to  more  concentrated  care  or  to  institution- 
alization” (Calender  and  LaVor,  1975).  Intermediate  level  of  care 
is  largely  an  undefined  category,  although  usually  it  includes  some 
medical  provision  and  nursing  care  along  with  some  of  the  mainte- 
nance aspects  of  basic  care.  Intermediate  care  usually  has  a shorter 
duration  than  basic  care.  Its  objectives  are  often  mixed,  including 
the  prevention  of  hospitalization  and  the  prevention  and  deferral  of 
institutionalization. 

Still  another  way  of  looking  at  HC  is  by  length  of  stay.  Some  HC 
is  essentially  short-stay,  augmenting  acute  hospital  care.  Other 
HC  is  long-stay  and  is  aimed  at  continuing  home  maintenance  of 
disabled  and/or  dependent  people.  Many  hospital-based  HC  pro- 
grams are  of  the  former  type;  much  of  the  concern  with  HC  as  an 
alternative  for  the  dependent  elderly  (mainly  candidates  for  nursing 
homes)  focuses  on  the  latter. 

These  classification  schemes  may  permit  the  more  precise  analysis 
of  HC  as  a set  of  alternatives  in  terms  of  access,  quality,  and  cost  for 
each  of  the  various  categories  identified.  They  also  may  permit 
locating  HC  more  precisely  in  a total  spectrum  of  care  as  a substitute 
or  a complement  and  assessing  the  effects  of  regulation  and  reim- 
bursement on  the  use  and  supply  of  care.  This  is  important,  since 
many  of  the  weaknesses  noted  in  existing  HC  cost-effectiveness 
research  stem  from  the  lack  of  precise  definitions.  These  considera- 
tions, of  course,  all  parallel  those  found  in  the  other  chapters  on 
alternatives. 


Home  Care  in  the  United  States 

Home  care,  at  least  that  provided  from  other  than  household 
resources,  is  not  so  widely  used  in  this  country  as  in  Europe,  where 
there  are  many  mixes  of  home  health  care,  home-provided  special 
therapies,  and  home  chore  aid.  In  January  1981,  there  were  2,908 
Medicare/Medicaid-certified  providers  covering  users.  (See  Chap- 
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ter  V for  details  on  HC  utilization,  eligibility,  etc.)  Official  data  indi- 
cate that  in  1979  about  $1.1  billion  was  spent  on  HC  through 
Federally  supported  programs  (Medicare,  Medicaid,  Title  XX,  OAA 
Titles  lll-B  and  C).  (More  recent  estimates  put  the  figures  much 
higher,  however.)  Currently  there  are  no  hard  data  on  the  amount 
of  private  HC  expenditures.  Karen  Rak,  publisher  of  Home  Health 
Line,  stated  (1982)  that  privately  paid  HC  costs  came  to  about 
$2.3  billion  for  1980. 

In  the  20th  century,  both  hospital  and  nursing  home  development 
have  seemed  to  make  the  home  an  unusual  site  for  care,  at  least  in 
the  minds  of  many  policymakers  and  much  of  the  public.  Actually, 
the  home  remains  the  site  of  much  care,  most  often  being  replaced 
only  when  high  technology  interventions,  heavy  nursing  care  require- 
ments, or  the  method  of  finance  have  dictated  a shift  in  patterns  of 
(largely  acute)  care.  Also,  the  desire  of  physicians  to  concentrate 
patients  in  their  offices  and/or  in  hospitals  to  economize  on  profes- 
sional time  has  led  to  the  abandonment  of  house  calls  in  most  areas 
and  thus  reduced  the  ability  of  the  home  to  maintain  an  adequate 
support  system,  or  so  it  has  been  assumed.  However,  as  the  need 
for  care  (because  of  demographic  changes)  and  the  perception  of 
that  need  have  shifted  increasingly  toward  LTC,  with  its  requirements 
for  continuing  personal  and  functional  support,  and  away  from  high 
technology  interventions,  using  the  home  as  a care  site  has  become 
more  attractive.  This  attractiveness  is,  of  course,  enhanced  by  the 
increasing  cost  of  institutional  LTC,  especially  that  provided  in  the 
nursing  home. 

HC  in  the  United  States  may  well  have  been  a part  of  the  outreach 
of  many  charitable  institutions  and  of  some  hospitals  for  some  time. 
In  a more  formal  sense,  however,  provision  and  financing  for  HC 
emerged  in  the  early  part  of  the  20th  century,  notably  in  the  program 
of  the  Metropolitan  Life  Insurance  Company,  which  was  seeking  to 
improve  conditions  for  the  acutely  ill  and  for  newborn  babies  and 
their  mothers.  The  goal  of  Metropolitan’s  programs  was  to  improve 
the  company’s  claims  experience  by  reducing  mortality,  preventing 
disease,  cutting  hospital  stays,  and,  in  general,  promoting  good  health 
(Rawlinson,  1974).  The  Metropolitan  system,  initiated  in  1909,  con- 
tinued for  44  years,  was  affiliated  with  850  visiting  nurse  associations, 
employed  700  nurses  at  a time  in  over  400  sites,  and  existed  in 
7,500  towns  in  the  United  States  and  Canada.  Total  visits  during  the 
life  of  the  program  amounted  to  107,500,000,  provided  to  20,150,000 
policy-holders  at  a cost  of  $115,700,000.  In  some  circumstances, 
Metropolitan  helped  support  local  providers;  in  others,  its  own 
staff  had  to  be  used  because  of  low  standards  and/or  unavailable 
providers.  The  Metropolitan  experience  is  useful  for  present  circum- 
stances because  it  encountered  many  of  the  same  problems  of  distri- 
bution and  provision  adequacy  presumably  plaguing  the  current  HC 
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situation.  The  peak  utilization  year  was  1931,  when  770,000  policy- 
holders were  given  care  at  home.  By  1950,  the  number  had  fallen  to 
330,000.  Service  was  discontinued  at  the  end  of  1952  (Rawlinson, 
1974). 

Paralleling  the  development  of  the  Metropolitan  system  was  the 
increased  importance  of  the  visiting  nurse  associations  (VNAs)  and 
the  corps  of  public  health  nurses.  These  organizations  were  initially 
strongest  in  New  England,  offering  help  to  the  “sick  poor.”  VNAs 
tended  to  expand  in  the  east  with  a medical,  adult  care  focus,  while 
in  the  west,  the  emphasis  was  on  the  public  health  nurses  and  the 
care  of  children  and  mothers.  HC  entered  its  modern  phase  during 
World  War  II,  when  the  physician  shortage  and  an  increased  aware- 
ness of  European  experiences  stimulated  the  expansion  of  home 
services  administered  by  nurses.  These  factors  were  reinforced  by 
the  experiments  with  organized  pre-  and  post-hospital  care  at  home 
at  such  places  as  Montefiore  Hospital  in  New  York.  HC,  like  adult 
day  care,  clearly  originated  in  the  community  through  local  govern- 
ment and  private  sector  initiatives  (Callender  and  La  Vor,  1975). 

The  Federal  Government  and  Home  Care 

Federal  involvement  (aside  from  that  of  the  Veterans  Administra- 
tion) with  HC  really  began  with  the  Kerr-Mills  legislation,  under 
which  medical  provision  for  the  elderly  was  linked  to  Old  Age 
Assistance.  This  law  allowed  payment  for  home  health  aides  who, 
in  addition  to  providing  nursing  service,  were  permitted  to  perform 
light  housekeeping  in  the  patients’  rooms  and/or  near  the  sickbed. 
In  effect,  this  law  divided  health  care  from  housekeeping,  which  may 
have  clarified  matters  for  reimbursement  purposes  but  which  also 
introduced  a false  distinction  into  a pattern  of  continuous  provision 
(Trager,  1972;  Ricker-Smith  and  Trager,  1976). 

Medicare  and  Medicaid,  in  the  minds  of  HC  advocates,  appeared 
not  only  to  bring  a new  era  in  finance  of  health  care  for  the  elderly 
and  indigent  but  also  to  open  the  door  to  the  implementation  of 
alternative  strategies,  especially  HC.  Actual  regulations  and  the  laws 
themselves  soon  moderated  these  expectations.  In  the  first  place, 
Medicare  definitions  of  HC,  as  noted  earlier,  proved  to  be  very 
“medical”  in  their  orientation.  Reimbursable  in-house  services  under 
Part  A were  almost  exclusively  skilled  nursing  or  medical,  provided 
subject  to  a care  plan  devised  by  a physician  and  supervised  by  an 
RN,  LPN,  or  licensed  vocational  nurse  (LVN).  Under  Part  B,  no  prior 
hospitalization  was  required,  but  the  patients  had  to  be  housebound 
and  needing  care  as  prescribed  by  a physician. 

Under  Medicaid,  it  would  appear  that  HC  of  many  types  could  be 
provided;  yet  the  program  is  means-tested  and  subject  to  the 
eligibility  definitions  and  budget  limits  of  the  States.  Furthermore, 
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intermediaries  handling  Me'dicaid  reimbursement  tend  to  apply  Medi- 
care standards,  thus  reducing  the  range  of  available  options.  (Okla- 
homa’s personal  service  options  and  New  York’s  home  care  programs 
are  notable  exceptions.)  Both  Title  XX  of  the  Social  Security  Act  and 
Title  III  of  the  Older  Americans  Act  may  appear  to  expand  HC  cover- 
age, but  in  both  instances  the  limits  on  program  expenditure  by  the 
States  have  limited  the  application  of  broad-spectrum  programs. 

In  1967,  new  regulations  narrowed  the  Medicare  reimbursement 
definitions  even  more.  Not  only  did  patients  have  to  be  housebound 
and  medically  dependent,  but  they  also  had  to  be  unable  to  use 
their  lower  extremities.  Home  health  aides  were  virtually  restricted 
to  bedside  care.  The  1969  regulations  restricted  reimbursable  serv- 
ices even  more  tightly:  the  actual  “laying  on  of  hands”  in  a nursing 
sense  was  needed.  Not  surprisingly,  estimated  HC  benefit  payments 
(according  to  HCFA  actuaries’  calculations)  under  Medicare  showed 
a pattern  of  increase  from  fiscal  year  1967  ($21  million)  to  1970 
($89  million),  followed  by  a decline  to  1972  ($70  million).  In  fiscal 
year  1978,  they  stood  at  $521  million  (HCFA  unpublished  data,  1981). 
Under  Medicaid,  HC  payments  amounted  to  $70  million  in  fiscal 
year  1975  and  $210  million  in  fiscal  year  1978  (DHEW,  1975;  HCFA, 
unpublished  data,  1 981 J.1 

The  Analytics  of  Home  Care 

As  indicated  earlier,  home  care  has  been  the  subject  of  extensive 
research  and  publication,  some  of  which  we  will  review.  Much  of 
this  research  has  been  motivated  by  the  desire  to  demonstrate  the 
superior  cost-effectiveness  of  HC,  as  well  as  its  putative  benefits  to 
the  quality  of  life  of  clients  and/or  their  families.  Unfortunately, 
much  of  the  HC  research  suffers  from  weaknesses  common  to  most 
analyses  of- alternatives  (discussed  in  Chapter  VII):  poor  problem 
specification,  lack  of  models  linking  services  to  outcomes,  inability 
to  ensure  the  comparability  of  client  groups,  failure  to  consider 
secondary,  tertiary,  and  family  costs,  etc.  It  should  be  acknowledged, 
however,  that  much  of  this  literature,  while  plagued  with  analytical 
difficulties,  offers  valuable  data  about  the  nature  of  clients  served, 
services  provided,  and  costs  of  programs.  Also,  descriptive  studies 
are  helpful  in  spotting  organizational  and  program  weaknesses. 

Cost-Effectiveness  Questions  in  HC 

As  indicated,  much  of  the  analysis  of  home  care  has  been  stimu- 
lated in  part  by  the  belief  that  HC  is  more  cost-effective  than  institu- 
tional care.  Additionally,  many  of  the  partisans  of  HC  and  of  alterna- 


1 Considerable  data  on  HC  are  available  from  Karen  Rak’s  Home  Health 
Line's  Decade  Report,  1980  (Washington,  D.C.:  1980).  This  publication  also 
contains  an  extensive  legislative  history  and  analysis. 
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tives  generally  have  felt  the  need  to  prove  their  case  as  they  sought 
resources  for  the  programs  they  believed  were  superior  to  institu- 
tionalization. Cost-benefit  and  cost-effectiveness  analyses  have, 
however,  been  difficult  to  undertake.  While  much  of  the  following 
discussion  might  apply  to  studies  of  other  non-institutional  LTC 
modes,  many  of  the  criticisms  surveyed  relate  to  HC  evaluations; 
thus  it  is  appropriate  to  include  them  here. 

Judith  LaVor,  in  an  afterword  to  the  previously  cited  Callender 
LaVor  study  of  HC,  has  succinctly  stated  two  of  the  key  practical 
and  methodological  problems  hampering  useful  analysis  of  cost- 
effectiveness.  First,  she  noted  that  data  are  often  not  comparable 
among  programs  or  their  components;  second,  she  pointed  out  that 
HC  and  institutional  data  are  often  not  presented  in  comparable 
terms.  For  example,  hospital  and  other  institutional  data  are  ex- 
pressed in  per  diem  terms,  while  HC  data  appear  in  per  visit  or 
per  service  unit  terms  and  may  reflect  only  health  or  health-related 
items,  not  personal  care  or  housekeeping. 

Despite  these  limits,  however,  LaVor  asserted  that  HC  is  an 
economically  and  socially  cost-effective  system  compared  with 
institutionalization,  although  she  admitted  that  there  was  no  detailed 
empirical  evidence  for  that  proposition.  In  the  first  place,  she  noted 
that,  in  1975,  Medicare/Medicaid  expenditures  for  HC  were  minus- 
cule compared  with  costs  of  institutionalization.  A doubling  of  HC 
funds,  even  in  1981,  would  constitute  a minor  addition  to  overall 
public  LTC  spending.  Furthermore,  citing  the  Social  Security  Admin- 
istration’s actuary,  she  suggested  that  expanded  HC  would  be  offset 
by  reductions  in  hospital  and  skilled  nursing  facility  (SNF)  costs. 
Crucial  here  is  the  presumed  inverse  relationship  between  HC  and 
institutional  use.  Lack  of  a system  of  community  care,  however, 
deprives  us  of  the  possibility  to  test  these  data.  Note  also  that  the 
possible  filling  of  nursing  home  beds  vacated  by  HC  clients  is  not 
considered  by  LaVor  in  her  statement  about  reduced  SNF  and  acute 
hospital  care  costs. 

LaVor  quite  rightly  recognized  that  a critical  determinant  of  HC 
cost-effectiveness  is  the  type  of  care:  intensive,  intermediate,  and/or 
basic.  In  general,  she  believed  that  intensive  HC  is  cost-effective 
compared  with  hospital  care.  Intermediate  HC  (provided  as  a sub- 
stitute for  SNF  or  ICF  care)  may  involve  episodes  of  skilled  care  of 
shorter  duration  than  in  the  intensive  situation.  Because  of  this 
periodic  skilled  service  requirement,  intermediate  HC  may  not  be 
as  cost-effective  vis-a-vis  nursing  home  care  as  is  intensive  HC 
compared  with  acute  hospital  care.  On  the  other  hand,  intermediate 
level  HC  is  not  required  daily,  whereas  nursing  home  services  are; 
therefore,  the  comparison  may  be  more  attractive  over  the  course  of 
a year. 
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LaVor  acknowledged  that  basic  level  HC  generates  major  prob- 
lems in  analyzing  cost-effectiveness.  This  level  aims  at  maintaining 
ability  to  perform  activities  of  daily  living  (ADL)  or  slowing  its  deteri- 
oration and  involves  custodial  services  as  well  as  a modicum  of 
medical  provision.  Because  of  the  uncertainty  of  the  care  mix,  cost- 
effectiveness  comparisons  may  have  to  be  made  on  a case-by-case 
basis.  Such  analyses  could  reveal  that  basic  care  is  not  cost-effective, 
but  it  may  be  highly  desirable  from  the  perspectives  of  patient/ 
family  contentment  and  quality  of  life. 

Overall,  LaVor  argued  that  expanded  systems  of  HC  provision  may 
initially  increase  outlays  from  the  public  purse.  Present  residents 
of  institutions  are  not  likely  to  be  removed  in  large  numbers.  Rather, 
the  gains  may  accrue  from  keeping  many  present  and  future  vulner- 
able people  out  of  institutions  by  offering  them  the  opportunity  to 
remain  in  their  homes. 

John  Craig  presented  a highly  useful  summary  in  the  Callender- 
LaVor  report  of  some  of  the  key  methodological  problems  raised  by 
cost  analyses  in  home  health  care  and  in  the  studies  assessing  HC 
costs.  His  review  provides  some  perspective  on  the  LaVor  argu- 
ments and  on  the  general  assertion  that  HC  not  only  enhances  the 
quality  of  life  but  also  is  cost-effective  compared  with  institutionali- 
zation. In  his  review  of  various  HC  cost  studies,  he  noted  that  in- 
depth  studies  were  rare  as  of  1975,  that  raw  program  data  were  not 
available  at  that  time,  and  that  many  studies  were  not  primarily 
aimed  at  comparing  cost-effectiveness.  (The  studies  Craig  reviewed 
are  shown  in  Figure  IX-1,  taken  from  the  Callender-LaVor  report.) 

Craig  grouped  the  studies  into  three  broad  categories:  (1)  reports 
on  specific  hospital-based  agencies,  community  home  health  agen- 
cies, or  home  health  departments  of  major  insurance  companies 
(these  studies  appear  to  provide  most  of  the  bases  for  assertions 
about  the  cost-effectiveness  of  HC);  (2)  descriptions  of  particular 
HC  or  alternative  services  demonstration  projects  which  had  not 
(in  1975)  generated  much  cost  data  (see  Chapter  VI,  which  sum- 
marizes many  of  these  demonstrations);  and  (3)  in-depth  analyses 
of  data  from  particular  home  health  agencies  or  groups  of  agencies, 
potential  sources  of  many  fruitful  conclusions  about  HC  and  HC 
costs.  Unfortunately,  the  latter  studies,  especially  the  methodologi- 
cally good  ones,  were  (are)  scarce. 

As  Craig  recognized,  evaluations  of  HC  cost  studies  are  hampered 
by  three  major  obstacles.  In  the  first  place,  hofrie  health  and  home 
care  programs  differ  widely  in  their  objectives.  Some  are  designed 
to  substitute  for  acute  hospital  care,  others  are  designed  as  SNF  or 
intermediate  care  facility  (ICF)  substitutes,  and  yet  others  are  aimed 
at  improving  the  condition  of  frail  elderly  at  home.  Obviously,  costs 
of  one  type  of  project  can  not  be  compared  with  other  types  of 
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programs.  Yet,  as  noted,  much  of  the  claimed  cost  advantage  for 
HC  derives  from  studies  of  acute  care  substitutes.  Valid  cost- 
effectiveness  analyses  must  therefore  define  program  objectives  and 
carefully  define  the  range  of  the  comparison. 

A second  difficulty  arises  because  most  studies  fail  to  acknowl- 
edge key  health,  demographic,  social,  and  economic  attributes  of 
the  populations  from  which  project  clients  might  be  drawn.  Again, 
studies  of  affluent,  family-supported,  dependent  elderly  may  have 
little  relevance  to  the  poor  and  the  isolated.  Also,  studies  of  urban 
HC  programs  may  have  little  relevance  to  rural  areas. 

Third,  administrative  arrangements  differed  widely  among  the 
projects  studied.  Obviously,  such  differences  affect  project  effective- 
ness and  program  costs.  Unless  some  means  of  controlling  for  such 
administrative  variation  can  be  found,  comparisons  among  programs 
and  between  HC  and  institutional  costs  will  be  almost  meaningless. 
This  realization  has  evoked  suggestions  for  research  on  programs 
with  similar  administrative  structures,  such  as  channeling  agency 
demonstrations. 

In  Craig’s  methodological  discussion,  he  (like  LaVor)  first  singled 
out  data  problems  in  HC  cost  analyses,  for  example,  the  need  to 
define  a common  costing  unit  for  HC  service  and  for  institutional 
provision  and  the  need  to  include  all  elements  of  HC  costs,  including 
food,  housing,  transportation,  and  administration. 

Craig  also  found  fault  with  the  actual  comparison  of  costs  in 
many  studies.  He  noted  that  in  many  cases,  a health  professional 
(physician,  nurse,  etc.)  will  review  a set  of  files  chosen  at  random 
(with  no  control  for  differing  population  characteristics,  etc.)  to 
determine  number  of  hospital  or  institutional  days  saved,  the  costs  of 
those  days,  the  costs  of  HC  provided,  and  the  difference  between  the 
last  two  magnitudes.  This  procedure  is  flawed  by  the  subjectivity 
of  the  analyst  and  the  widely  fluctuating  estimates  of  HC  and  hospital 
need.  Such  divergences  of  opinion  could  lead  to  widely  different 
estimates  of  cost  savings.  For  example,  in  a study  of  Philadelphia 
area  HC  programs,  a downward  shift  of  30  percent  in  the  number  of 
estimated  hospital  days  saved  could  have  reduced  estimated  cost 
savings  by  over  $1  million  (from  $1.3  million  to  $261,000). 

At  a macro  level,  Craig  noted  that  most  cost  comparisons  assume 
that  HC  is  a substitute  for  institutional  care.  At  a program-specific 
level,  especially  in  connection  with  small,  hospital-based  HC  pro- 
grams providing  after-care,  this  assumption  may  be  warranted. 
However,  if  broad-based,  large-scale  programs  featuring  broad 
entitlements  were  introduced,  newly  defined  clients  and  newly  pro- 
vided services  may  well  add  significantly  to  the  total  LTC  cost 
burden.  This  problem  of  complementarity  versus  substitutability  has 
already  been  noted  in  the  chapter  on  alternatives  and  in  the  dis- 
cussion of  the  research  of  Weissert  and  others. 


345 


Having  praised  the  Minnesota  studies  of  Jay  Greenberg  (discussed 
subsequently),  Craig  then  discussed  means  of  obtaining  data  for 
making  judgments  about  cost-effectiveness  and  the  desirability  of 
initiating  HC  programs.  He  found  that  large  scale  simulation  methods 
are  weak  because  of  the  relative  insignificance  of  HC  provision  in 
the  total  health  service  structure,  because  of  inconsistencies  and 
weaknesses  in  available  cost  data,  and  because  of  the  paucity  of 
analytical  tools  powerful  enough  to  control  for  variations  in  program 
objectives,  program  benefits,  and  program  administration.  Alterna- 
tively, one  might  experiment  by  enlarging  the  HC  system  (by  expand- 
ing Medicare/Medicaid  financing)  essentially  to  “see  what  happens.” 
This  approach,  while  appearing  truly  experimental,  faces  high  admin- 
istrative start  up  costs  (thus  leading  to  charges  of  waste)  and  the 
need  to  promise  to  continue  support  of  the  service.  Failure  to  make 
good  on  such  promises  would  be  hard  on  dependent  clients  and 
problematical  for  politicians  who  would  probably  rather  not  initiate 
expanded  programs  anyway.  On  the  other  hand,  large  scale  expan- 
sions may  be  necessary  to  generate  enough  data  on  changes  in  utili- 
zation patterns,  complete  costing  of  services,  etc.  Complexities  at 
the  macro  level  may,  in  short,  demand  expansions  of  benefits  if 
macro  consequences  are  to  be  understood. 

On  balance,  Craig  appeared  to  favor  carefully  designed  experi- 
ments which  avoid  the  perils  of  simulation  and  the  potentially  huge 
increases  in  costs  associated  with  program  expansions.  His  guide- 
lines for  these  experiments  follow  those  of  Conly  (discussed  in 
Chapter  VII):  a large  enough  number  of  settings,  adequate  controls 
for  demographic  and  economic  population  characteristics,  accurate 
and  standard  costing  procedures,  standardization  of  program  benefit 
definitions,  and  clarity  of  specification  for  program  objectives  and 
outcomes.  Experimentation  has  risks — an  adequate  number  of 
experiments  may  prove  as  costly  as  major  HC  program  expansions, 
macro  issues  may  still  be  uncertain,  and  good  experimentation  may 
take  more  time  than  the  political  process  will  allow.  In  any  event, 
arguments  by  Craig  and  others  undoubtedly  contributed  to  the  expan- 
sions of  experiments  and  demonstrations  discussed  in  Chapter  VI. 

In  a 1979  analysis  of  patient,  family,  and  professional  views  of 
alternatives  to  institutionalization,  Sager  also  discussed  the  weak- 
nesses of  much  HC  and  other  alternatives  cost  research.  His  review 
(part  of  a large  study  of  HC,  discussed  shortly)  provides  a useful 
summation  of  the  many  methodological  and  data  problems  running 
through  the  research  on  alternatives.  He  identifies  four  commonly 
employed  methods  of  comparing  costs:  (1)  comparing  costs  of  new 
HC  services  with  those  of  the  institutional  days  believed  to  have 
been  saved;  (2)  costing  the  HC  services  which  would  be  needed  to 
maintain  otherwise  “inappropriately  institutionalized”  dependent 
people  at  home;  (3)  costing  the  HC  and  institutional  care  of  groups 
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of  patients  who  are  retrospectively  matched  on  a number  of  per- 
sonal, medical,  functional,  and  psychosocial  characteristics;  and 
(4)  conducting  a truly  prospective  random  clinical  trial  (RCT). 

Each  of  these  methods  has  major  problems.  The  first,  comparing 
costs  of  new  HC  services  with  those  of  existing  institutional  services, 
suffers  from  lack  of  evidence  about  reductions  in  nursing  home  costs 
stemming  from  the  introduction  of  new  HC.  Beds  emptied  may  be 
quickly  filled,  and  it  is  not  clear  whether  the  new  HC  thus  represents 
added  LTC  services  and/or  whether  the  new  nursing  home  occupants 
really  needed  to  be  institutionalized.  Additionally,  this  type  of  study 
does  not  adequately  consider  questions  of  the  actual  amounts  of 
services  needed  by  patients,  the  long-term  versus  short-term  need 
for  HC  service,  the  relative  disability  of  continuing  and  deinstitution- 
alized nursing  home  patients,  the  actual  need  for  all  HC  services 
provided,  and  the  complete  sets  of  relevant  patient/client  charac- 
teristics. 

The  second  study  method  suffers  mainly  from  a lack  of  definition  as 
to  what  constitutes  “inappropriate”  institutionalization.  The  third, 
matching,  suffers  from  an  inability  to  define  all  relevant  characteris- 
tics to  be  matched  and  from  an  inability  to  make  comparisons  across 
broad  groups  of  highly  dissimilar  people.  The  RCT  method,  while 
attractive  from  a control  perspective  and  useful  in  testing  certain 
drugs  and  surgical  procedures,  suffers  from  both  the  need  for  very 
large  sample  sizes,  especially  when  outcomes  are  expectedly  small 
and/or  occur  over  a long  time,  and  from  certain  ethical  hazard 
problems.  In  LTC,  particularly,  it  may  be  hard  to  identify  accepted 
treatments  for  the  problems  at  hand,  to  identify  true  alternatives  for 
whatever  treatments  or  regimes  are  in  vogue,  and  to  accumulate 
evidence  for  the  superiority  of  alternatives.  In  short,  the  require- 
ments for  an  RCT  usually  cannot  be  met  in  long-term  care  because 
of  the  essential  system  nature  of  the  LTC  requirement  and  the 
inability  to  specify  outcomes.  Perhaps  most  troubling  for  the  RCT 
method  as  applied  to  long-term  care  is  the  need  to  secure  informed 
consent  from  the  subjects  of  the  experiment.  Since  it  is  difficult 
to  offer  clear  statements  of  the  risks  and  benefits  of  alternative  modes 
in  LTC,  and  since  many  of  the  potential  subjects  are  not  fully  capable 
of  providing  informed  consent,  the  RCT  method  presently  holds 
little  promise. 

Because  of  the  limits  noted  by  Sager  in  the  four  methods,  another 
approach  is  suggested.  Essentially,  this  new  method  involves  di- 
rectly costing  institutional  services  for  a specified  group  of  nursing 
home  patients,  all  of  whom  would  actually  become  institutionalized. 
Before  entering  the  homes,  however,  these  people  would  be  com- 
pletely assessed  physically,  medically,  functionally,  and  psychologi- 
cally. On  the  basis  of  these  assessments,  a group  of  health/social 
services  professionals  would  design  home  care  plans  for  these 
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clients.  The  costs  of  the  “typical”  plans  could  then  be  compared 
with  those  of  institutional  care.  This  method,  Sager  claims,  allows 
use  of  the  patient/client  sample  as  its  own  control  and,  furthermore, 
by  using  many  professionals’  judgments,  eliminates  many  of  the 
problems  of  defining  “inappropriateness”  of  institutionalization  and 
appropriateness  of  various  HC  service  packages.  Also,  by  seeking 
consistency  among  care  plans  and  assessments,  Sager  claims  that 
both  horizontal  (same  assessments  imply  same  care)  and  vertical 
(more  disabled  get  more  care)  equity  can  be  achieved.  (We  will 
consider  the  results  of  the  Sager  analysis  in  the  various  sections  on 
costing  and  other  HC  analytical  problems.) 

Hospital-Linked  Studies 

Among  the  more  successful  of  the  traditional  studies  of  HC  have 
been  those  of  the  hospital-based,  (usually)  short-term  services, 
such  as  those  provided  by  Montefiore  Hospital  in  New  York  City,  the 
Chelsea-St.  Vincent’s  Hospital  program  in  New  York,  and  the  Massa- 
chusetts General  Hospital  in  Boston.  These  studies  dealt  for  the 
most  part  with  patients  whose  suitability  for  hospital  care  was  not  a 
matter  of  doubt,  so  comparability  was  never  much  of  an  issue. 
Furthermore,  the  therapeutic  links  between  intervention  and  out- 
comes were  often  clearly  clinically  established. 

Some  cost  savings  claims  were  impressive.  Findings  at  Monte- 
fiore through  1974  indicated  significant  cost  reductions  in  connection 
with  acute  episodes.  For  example,  they  showed  home  care  costs  of 
$10  per  day  (excluding  the  value  of  caregivers’  time)  versus  $175  per 
day  for  a hospital  stay.  The  $175  figure  reflected  average  daily  hos- 
pital charges,  not  necessarily  marginal  costs,  so  the  comparison 
is  not  quite  symmetrical. 

Chelsea-St.  Vincent’s  claimed  total  savings  of  $150,000  per  year 
for  HC  for  community-based  patients  with  HC  compared  to  episodic 
hospital  bed  utilization  and  $340,000  for  HC  yearly  over  nursing  home 
placement  for  70  patients. 

The  Boston  program,  aimed  at  post-hospital  episodes  for  chroni- 
cally ill  patients,  sought  to  save  money  and  increase  life  satisfaction 
by  substituting  home  care  for  SNF  and/or  hospital  care.  The  pro- 
gram was  initially  motivated  by  the  long  waiting  lists  for  SNF  beds 
for  patients  no  longer  needing  acute  care  and  by  the  resultant  queues 
for  acute  care  beds  because  patients  could  not  be  moved  out  of  the 
hospital.  Another  powerful  stimulus  was  the  Massachusetts  Medicaid 
ruling  that  denied  reimbursement  for  administratively  necessary 
days,  that  is,  acute  bed  occupancy  forced  upon  the  patient  (and  the 
hospital)  by  the  lack  of  SNF  space.  An  average  cost  savings  of 
almost  $31  per  day  or  $900  per  month  per  patient  was  claimed.  Over 
three  years,  $34,000  per  patient  was  saved  (Rossman,  1974;  Brickner 
et  at,  1975;  Tolkoff-Rubin  et  al,  1976). 
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The  impressiveness  of  these  cost  savings  must,  however,  be  modi- 
fied by  two  considerations.  First,  some  studies  showed  that  hospital- 
based  after-care  programs  were  even  more  cost-effective  than  home 
care,  largely  because  of  reduced  transportation  costs,  concentration 
of  specialists’  efforts,  and  economies  of  scale  available  at  a single 
care  site.  Second,  in  many  cases  where  hospital  beds  were  freed  by 
SNF-eligible  patients  receiving  HC,  the  actual  spending  on  acute 
care  rose  as  new  patients  occupied  those  beds. 

Gerson  and  Hughes  (1976),  using  Canadian  hospital  and  short 
stay  HC  data,  have  shown  that  even  the  more  complete  and  success- 
ful comparative  studies  of  HC  versus  hospital  care  have  really  not 
dealt  with  all  the  relevant  categories  of  service  or  cost.  They  argue 
that  most  studies  do  not  compare  costs  for  equivalent  levels  of  care 
or  for  patients  with  comparable  conditions.  They  also  make  the 
previously  mentioned  point  that  the  relevant  comparisons  are  those 
between  costs  per  care  episode  rather  than  costs  per  day,  the 
latter  a favored  calculation  because  of  the  ready  availability  of  data 
gathered  according  to  hospital  accounting  conventions.  Acknowl- 
edging the  difficulty  of  establishing  complete  comparability  among 
patients,  they  nonetheless  claim  that  their  method  of  calculating  and 
comparing  costs  shows  few  savings  for  HC  over  hospital  care  unless 
additional  beds  would  have  to  be  constructed  for  those  patients 
otherwise  cared  for  at  home.  It  should  be  noted  that  Gerson  and 
Hughes’  costs  included  physician  and  surgeon  fees,  in-hospital 
laundry,  housekeeping,  and  food  expenses,  homemaker  costs, 
physical  therapy  costs,  home  nursing  costs,  and  transportation  costs. 
Secondary,  tertiary,  and  family  costs  were  not  calculated,  however; 
hence  the  total  social  cost  comparison  could  not  be  made  (Gerson 
and  Hughes,  1976).  Nonetheless,  their  article  shows  that  even  the 
comparisons  for  direct  costs  of  services  cannot  be  based  on  time 
alone,  but  must  incorporate  patient  condition,  quality  of  care,  and 
length  of  stay.  The  amount  of  attention  these  authors  paid  to  the 
problems  of  patient  comparability  in  two  care  modes  also  is  notable. 

Cost  Analysis  in  the  Sager  Study 

Sager  (1979)  directly  compared  actual  nursing  home  and  hypo- 
thetical HC  costs  for  the  50  patients  in  the  Massachusetts  sample. 
Note  that  this  comparison  was  explicitly  between  two  types  of  long- 
term care.  The  former  costs  were  determined  straightforwardly  on 
the  basis  of  actual  expenditures,  while  the  latter  were  established 
based  on  the  prescriptions  of  the  18  different  professionals  who 
assessed  and  prescribed  for  the  patients  in  the  sample.  In  the 
analysis  of  nursing  home  costs  as  correlated  with  patient  character- 
istics, Sager  noted  that  many  of  the  conventionally  assumed  variables 
(marital  status,  number  of  medical  diagnoses,  measure  of  functional 
ability,  etc.)  exerted  measurable  but  statistically  insignificant  influ- 
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ences  on  nursing  home  costs.  Only  anticipated  discharge  site, 
determined  by  hospital  discharge  planners  as  SNF  or  ICF  level,  was 
positively  and  significantly  linked  to  costs.  Similarly,  a multiple 
regression  analysis  of  the  effects  of  patient  characteristics  on  costs 
again  showed  that  discharge  site  was  the  most  important  influence 
on  costs,  although  being  married  (negative),  number  of  disabling 
conditions  (positive),  and  number  of  medical  conditions  (positive) 
were  of  some  influence.  Together  these  factors  explained  about 
57  percent  of  the  variation  in  nursing  home  costs. 

Since  the  HC  packages  were  prescribed  by  professionals  based 
on  client  characteristics,  it  is  not  surprising  that  such  attributes 
were  directly  related  to  costs.  What  is  surprising  is  that  nursing 
home  costs  were  so  much  less  related  to  characteristics.  Evidently, 
institutional  costs  reflect  location  and  age  of  nursing  home  rather 
than  patient  condition,  at  least  in  the  Sager  study.  In  the  analyses 
of  nursing  home  costs  summarized  in  Chapter  XIX,  the  impacts  of 
patient  condition  and  care  quality  were  very  difficult  to  trace,  while 
reimbursement  systems,  location,  and  other  facility  characteristics 
were  often  linked  to  costs. 

Aggregate  HC  costs  were  calculated  in  three  ways:  (1)  taking  the 
mean  of  the  hours  prescribed  by  each  of  the  18  care  planners, 
(2)  taking  the  mean  of  the  friedian  prescription  for  each  patient  by 
each  professional,  and  (3)  taking  the  mean  across  50  patients  of  the 
33rd  percentile  of  HC  costs  for  each  patient.  Taking  these  various 
estimates  of  typical  HC  costs  for  paid  services,  to  which  was  added 
a Bureau  of  Labor  Statistics  estimate  for  costs  of  living  at  home  in 
the  Boston  area  (with  family  = $50  per  week,  alone  = $76  per  week), 
yielded  weekly  mean  costs  of  $574  (method  1),  $513  (method  2),  and 
$395  (method  3).  Sager  did  not  include  opportunity  cost  of  family 
time  nor  many  of  the  secondary  and  tertiary  cost  items  discussed 
in  Chapter  VII,  such  as  possible  extra  social  worker  time,  home  modi- 
fications, etc.  The  mean  number  of  paid  hours  of  service  was  84.3. 
This  high  figure,  as  well  as  the  high  figure  for  mean  total  number  of 
hours  (paid  and  unpaid)  needed,  did  not  imply  very  high  service  costs, 
since  so  much  of  the  time  was  unpaid  and  since  much  of  the  unpaid 
time  was  that  provided  by  low-skill,  low-wage  workers. 

Similar  correlation  analysis  of  the  same  16  patient  characteristics 
examined  in  connection  with  nursing  home  costs  showed  that  five 
were  significantly  related  to  HC  costs:  number  of  persons  with  whom 
the  patient  resided  before  hospitalization  (negative),  better  psy- 
chosocial status  (negative),  better  anticipated  functional  ability  score 
(negative),  percentage  of  nursing  services  used  in  hospital  (positive), 
and  amount  of  decline  in  functional  ability  (positive).  (Functional 
ability  was  measured  with  the  Barthel  score,  as  discussed  subse- 
quently.) Anticipated  discharge  site  exerted  only  a small  and  insigni- 
ficant influence.  Interestingly,  the  Sager  analysis  showed  a signifi- 
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cant  divergence  among  care  prescribers  in  estimated  costs  of  HC. 
Most  agreement,  however,  was  found  among  prescribers  in  connec- 
tion with  older  patients  with  marked  decline  in  functional  ability, 
need  for  many  nursing  services,  and  more  recent  episodes  of  illness. 

A comparison  of  weekly  HC  with  nursing  home  costs  shows  that 
the  latter  ($373)  were,  on  average,  lower  than  the  former  (method  1: 
$574).  Nevertheless,  Sager  argues  that  for  many  institutionalized 
patients,  HC  would  be  cheaper  than  the  nursing  home  because  of 
their  less  than  average  need  for  HC  services  or  because  of  their 
higher  than  average  need  for  nursing  home  services.  Among  the 
45  patients  for  whom  complete  data  could  be  assembled,  between 
eight  and  14  could  be  cared  for  more  cheaply  at  home  than  in  an 
institution.  The  number  depended  on  which  method  of  costing  HC 
was  used.  If  administratively  necessary  days  (ANDs)  were  included 
in  nursing  home  costs  (to  accommodate  patients  in  hospitals  because 
nursing  home  beds  could  not  be  found),  then  HC  was  cheaper  for 
an  even  larger  number.  For  individual  patients,  the  savings  derived 
from  their  being  diverted  to  HC  ranged  from  11  percent  to  almost 
26  percent  of  LTC  costs.  System  savings,  however,  cannot  be  so 
readily  calculated  because  of  changes  in  numbers  and  characteristics 
of  patients  being  served  in  the  two  settings.  Clearly,  freeing  nursing 
home  beds  through  HC  placements  would  be  relevant  here.  Reduced 
aggregate  system  LTC  costs  might  only  be  produced  if  beds  freed 
by  expanded  HC  services  were  closed.  If  they  are  filled  by  more 
dependent  patients,  and/or  if  the  number  of  LTC  service  recipients 
rises,  then  system  costs  very  likely  would  rise. 

Sager  also  points  out  that  if  nine  patients  were  diverted  to  HC 
because  their  HC  costs  were  lower  than  institutional  costs  (as  deter- 
mined by  method  2),  $1,889  per  week  could  be  saved.  If  this  money 
were  used  to  subsidize  other  patients  for  whom  institutional  care 
was  only  marginally  costlier,  an  additional  15  patients  could  be 
served  with  HC.  If  the  total  of  LTC  funds  is  fixed,  and/or  if  home 
placement  is  considered  desirable  on  other  than  just  costs  grounds, 
this  added  diversion  represents  an  added  plus  for  HC. 

Patients  for  whom  HC  was  cheaper  than  institutional  care  were 
primarily  those  living  with  others,  those  less  likely  to  be  married,  those 
whose  families  were  willing  to  have  them  at  home,  those  with  higher 
anticipated  functional  scores,  those  taking  more  medications  while  in 
the  hospital,  and  those  requiring  fewer  nursing  services  in  the 
hospital.  Perhaps  most  significant  was  that  most  of  these  patients 
for  whom  HC  would  have  been  cheaper  were  discharged  to  SNFs 
or  rehabilitation  hospitals.  What  emerges  from  this  catalogue  of 
attributes  is  two  groups  for  whom  HC  may  be  cheaper  than  nursing 
home  care.  One  is  a modestly  disabled  group  with  few  care  require- 
ments; the  other  is  a heavily  impaired  group  with  heavy  care  demands 
which  can  be  more  cheaply  met  at  home.  (See  Figure  IX-2,  taken 
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FIGURE  IX-2 


One  View  of  Home  and  Institutional  Care  Costs 


Institutional 


Illness/Disability 

Source:  Taken  from  Sager,  Alan,  Learning  the  Home  Care  Needs  of  the  Elderly: 
Patient,  Family,  and  Professional  Views  Of  An  Alternative  to  Institutionaliza- 
tion (Waltham,  Mass.:  Brandeis  University,  Levinson  Policy  Institute, 
November  20,  1979),  p.  252 
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from  Sager.)  This  finding  runs  counter  to  some  conventional  wisdom 
that  light  care  cases  are  the  only  ones  for  whom  HC  is  cheaper. 
It  is,  however,  buttressed  in  the  Sager  analysis  by  the  finding  that 
if  we  take  the  difference  between  HC  costs  and  institutional  costs 
and  correlate  that  difference  with  various  patients’  characteristics, 
we  will  find  that  smaller  cost  differences  are  related  both  to  higher 
functional  capacity  (on  the  one  hand)  and  to  anticipated  discharge 
to  a heavy  nursing  care  or  rehabilitation  facility  on  the  other.  In  other 
words,  both  the  more  and  the  less  disabled  will  have  HC  costs  which 
are  lower  in  relation  to  nursing  home  costs  than  will  the  moderately 
disabled.  (Interestingly,  Skinner  and  Yett  found  that  the  moderately 
disabled  were  also  more  costly  among  nursing  home  patients,  as  did 
Birnbaum  et  al.)  A similar  finding  and  argument  appears  in  the 
second  Minnesota  study  and  in  Willemain’s  analysis,  both  of  which 
are  discussed  subsequently.  Sager  notes  that  his  study  is  too  small 
to  support  drastic  changes  in  HC  policy  and  in  the  diversion  of  heavy 
care  patients  to  HC,  but  the  data  suggest  that  further  analysis  of  this 
type  of  function-cost  relationship  should  be  undertaken  to  consider 
some  redirection  of  HC  policies. 

Other  Key  Aspects  of  HC  Analysis 

Problems  other  than  cost  analysis  are  as  relevant  to  HC  as  to 
other  types  of  LTC  services.  Among  these  problems  and  issues  are 
those  related  to  client  characteristics  and  need  for  service,  equity  in 
service  provision,  family-service  agency  cooperation,  and  mobiliza- 
tion of  family  and  volunteer  support.  Family  roles  in  LTC  were 
discussed  extensively  in  Chapter  VIII  and  will  only  be  touched  on 
here. 

Client  Characteristics  and  the  Need  for  Service 

Many  studies  and  analyses  have  assumed  that  any  candidate  for 
LTC  was  also  a candidate  for  HC  or  some  other  care  alternative. 
Recent  debates  over  enlarging  HC  and  other  alternatives  have,  how- 
ever, forced  a sharper  focus  on  suitability  for  particular  forms  of 
LTC  provision,  particularly  as  outcome  definition  and  measurement 
have  also  become  more  clearly  defined.  Recent  work  by  Fortinsky, 
Granger,  and  Seltzer  (1981)  has  shown  that  functional  diagnostic 
instruments  are  valuable  in  helping  to  target  HC  to  candidates  for 
whom  it  is  particularly  suitable. 

Their  analysis  begins  with  the  assumption  that  functional  incapac- 
ity, rather  than  medically  defined  illness,  is  the  key  determinant  of 
the  need  for  LTC  in  general  and  for  HC  in  particular.  (This  argument 
parallels  those  of  Katz  and  others.)  Functional  incapacity,  alone, 
however,  is  not  enough  to  explain  HC  need;  rather  the  availability 
of  family,  certain  psychosocial  characteristics,  and  a given  level  of 
economic  resources  must  also  be  considered  in  establishing  suit- 
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ability.  Because  of  the  presumed  interaction  among  physical  func- 
tioning and  other  environmental  and  psychosocial  characteristics, 
Fortinsky  and  his  colleagues  analyzed  a group  of  89  clients  receiving 
“basic  care”  services  from  the  Visiting  Nurse  Association  of  Prov- 
idence, Rhode  Island  during  February,  1978.  The  sample  was 
predominantly  female  (74)  and  had  a mean  age  of  73  years  with 
20  of  its  members  85  and  older.  Measurement  instruments  used  in 
the  sample  included  the  Barthel  Index,  which  measures  a person’s 
ability  to  function  independently  in  performing  activities  of  daily 
living.  The  ESCROW  profile,  a measure  of  environment  (stability  of 
housing,  etc.),  social  supports  (personal  contacts  versus  formal 
agency  supports),  clusters  of  family  members,  resources  (mainly 
financial),  outlook  (ability  to  make  decisions),  and  work  or  school 
situation  was  employed  as  a measure  of  social  and  economic  sup- 
port. Psychosocial  characteristics  were  measured  by  the  Brief 
Psychiatric  Rating  Scale  (BPRS)  which  assessed  anxiety,  depression, 
somatic  concern,  emotional  withdrawal,  disorientation,  hostility,  un- 
cooperativeness, and  conceptual  disorganization. 

In  addition,  the  researchers  compiled  a list  of  essential  tasks  and 
identified  the  performer  of  the  task  (patient,  family  member  or  friend, 
VNA  home  health  aide,  or  nurse  from  the  VNA).  Performance  of  the 
tasks  was  coded  4 for  patient,  3 for  family,  2 for  home  health  aide, 
and  1 for  nurse.  The  scores  for  the  72  tasks  were  then  matched 
against  client  characteristics  as  shown  by  the  Barthel,  ESCROW, 
and  BPRS  values.  In  this  manner,  the  researchers  could  observe 
relationships  among  hypothesized  measures  of  patient  need  and 
level  of  support  required  for  the  patients. 

Results  of  the  analysis  suggest  that  most  of  the  clients  were  not 
highly  functionally  dependent,  since  the  mean  Barthel  score  was 
about  75  (high  scores  indicate  more  independence),  individual 
scores  ranging  from  0 to  100.  The  mean  group  ESCROW  score  of 
almost  16,  however,  indicated  that  the  group  showed  much  need  for 
social  and  economic  support.  Barthel  scores  were  also  used  to 
establish  relationships  between  needs  and  services  provided.  In  the 
first  place,  there  was  a strong  linkage  between  scores  and  ability 
to  perform  tasks.  Notably  there  was  a break  at  a score  of  60: 
below  that  level,  individuals  were  able  to  perform  no  more  than  10 
tasks  independently.  A second  analysis  focused  on  the  individual 
tasks  and  showed  that  the  Barthel  score  was  strongly  associated 
with  the  capacity  to  perform  most  personal  care  tasks,  especially 
feeding,  grooming,  dressing,  toileting,  and  transferring — key  indica- 
tors of  personal  care  need.  Additionally,  the  scores  were  linked  to 
light  housekeeping,  cooking,  and  meal  service,  that  is,  those  instru- 
mental tasks  most  closely  related  to  ADL  in  the  home.  By  contrast 
with  the  sharp  diagnoses  shown  by  the  Barthel  scores,  the  ESCROW 
scores  could  not  indicate  any  specific  needs  for  VNA  agency 
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services,  probably  because  the  ESCROW  measure  is  not  sufficiently 
refined. 

The  Fortinsky  et  al  analysis  was  extended  to  include  interactions 
among  the  various  indicators  of  need  in  relation  to  tasks  and  to 
service  provision.  The  techniques  employed  (mainly  correlations 
between  the  various  indicators  of  need)  suggested  that  functional 
impairment  as  measured  by  Barthel  score  was  associated  with  the 
presence  of  psychological  problems  and  increased  age.  In  addition, 
among  the  ESCROW  indicators,  the  only  significant  relationships 
were  those  between  environment  and  social  supports,  that  is,  people 
who  live  in  poor  housing  need  more  social  supports.  A multivariate 
analysis,  employing  stepwise  linear  regression  also  showed  that 
Barthel  score  was  significantly  related  to  age,  depression/emotional 
withdrawal,  and  disorientation/conceptual  disorganization. 

Overall,  Fortinsky  et  al  concluded  that  the  modified  Barthel  index 
can  serve  as  a screening  or  targeting  device  for  potential  users  of 
HC  services.  A care  providing  agency  or  a channeling  agency  could 
then  determine  the  level  of  .care  required  and  the  amount  of  time  to 
be  provided  on  an  individual  client  basis.  In  addition,  the  researchers 
believe  that  explicitly  linking  requirements  to  functional  condition 
may  be  valuable  in  educating  physicians  who  must,  under  Medicare 
(and  in  some  States,  Medicaid),  be  responsible  for  prescribing  HC 
services.  Greater  education  of  physicians  may  be  especially  impor- 
tant in  a time  of  constrained  LTC  resources.  The  linkage  of  functional 
and  psychosocial  problems  shown  so  clearly  in  this  analysis  also  has 
important  implications  in  relieving  family  tensions  and  providing 
services  appropriate  to  psychosocial  need. 

Areas  identified  as  requiring  more  assessment  attention  and  addi- 
tional research  were  the  role  of  family  support  networks  in  deter- 
mining care  needs  and  the  evaluation  of  the  effects  of  particular 
interventions  in  changing  functional  capacities.  Again,  outcomes  in 
relation  to  interventions  are  critical. 

Appropriate  and  Equitable  Provision  of  Services 

Although  techniques  such  as  those  of  Fortinsky  et  al  may  allow 
better  targeting  of  services  to  clients  on  an  individual  basis,  there 
may  still  remain  problems  of  equity  and  appropriateness  in  the  dis- 
tribution of  services.  Two  recent  studies — the  cited  Sager  study 
and  another  by  Boyd  et  al — of  the  distribution  of  HC  services  have 
assessed  the  equity  and  appropriateness  of  new  patterns  of  profes- 
sional assignment  of  services  (Sager,  1979;  Boyd  et  al,  1980;  Boyd 
et  al,  1981).  These  studies  were  stimulated  by  perceptions  of  in- 
equities in  service  provision,  that  is,  people  with  identical  depen- 
dencies were  not  getting  the  same  amounts  of  service,  and  people 
with  higher  levels  of  dependency  were  not  necessarily  getting  larger 
amounts  of  service.  In  addition,  the  issue  of  who  should  determine 
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use  and  allocation  of  HC  resources  has  come  to  the  forefront  of 
much  LTC  discussion.  The  latter  question  is  of  special  importance 
for  the  Sager  study. 

Sager’s  point  of  departure  for  his  analysis  was  the  recognition 
that  the  cost  and  cost-effectiveness  analysis  of  HC  or  any  other 
LTC  mode  depends,  in  part,  on  the  identity  and  function  of  those 
who  allocate  services  for  individual  patients.  That  realization  raises 
the  question  of  who  should  make  the  allocation  decisions:  patients, 
family,  or  professionals?  There  are  strong  pressures  to  expand  the 
realm  of  consumer  sovereignty  in  LTC  provision  because  of  the  key 
role  of  families  in  LTC  and  because  the  technical  requirements  of 
LTC  services  are  relatively  low.  Consequently,  Sager  argues  that  if 
families,  patients,  and  professionals  do  not  significantly  disagree  on 
the  allocation  of  services,  the  locus  of  decision-making  may  not  be 
an  issue.  On  the  other  hand,  if  there  is  major  disagreement,  the 
appropriate  decision-maker(s)  will  be  the  one(s)  making  the  most 
equitable,  efficient,  and  effective  choices.  Since  efficiency  and  effec- 
tiveness are  not  concrete  in  LTC,  equity  will  have  to  be  the  measure. 
Overall,  if  there  are  no  differences,  we  may  as  well  use  the  judgment 
of  professionals,  since  they  may  have  a useful  margin  of  additional 
knowledge  over  that  held  by  patients  and  families.  With  that  per- 
spective, Sager  considers  the  possibility  and  meaning  of  disagree- 
ments among  professionals.  He  hypothesizes  that  consistency  within 
the  deciding  group  indicates  that  equity  is  being  achieved. 

Using  the  Patient  Appraisal  and  Care  Evaluation  (PACE)  instru- 
ment, 50  Massachusetts  patients  about  to  be  released  from  acute 
care  hospitals  to  nursing  homes  were  assessed  in  terms  of  functional, 
medical,  and  emotional  well-being.  With  these  data,  18  different 
health  and  social  service  professionals  each  developed  an  HC 
service  package  for  each  client.  The  care  packages  were  designed 
to  ensure  that  each  patient  could  live  at  home  in  a “safe,  adequate, 
and  dignified”  manner.  The  professionals  were  divided  into  two 
groups:  15  discharge  planners,  MDs,  and  home  health  agency 
planners  and  three  others,  each  directly  concerned  with  the  individual 
patient’s  hospital  care — his/her  MD,  hospital  discharge  planner,  and 
floor  nurse. 

Professional,  family,  and  patient  views  were  then  compared.  The 
views  of  all  three  groups  about  the  amount  of  weekly  episodes  of  help 
required  were  remarkably  similar.  Families  and  professionals  both 
wanted  more  episodes  per  week  than  did  patients  (130  versus  118), 
while  professionals  assigned  a higher  percentage  of  paid  help, 
71  percent,  than  did  either  of  the  other  two.  Families  assigned  least 
paid  help,  55  percent;  patients  wanted  64  percent.  With  respect  to 
the  specific  types  of  services  assigned,  all  three  groups  roughly 
agreed  on  the  amounts  of  each  type  to  be  allocated:  personal  care, 
housekeeping,  nursing,  and  medical-therapeutic.  Major  differences 
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emerged  in  the  balances  assigned  to  paid  and  unpaid  care.  In  per- 
sonal care,  family  willingness  and  ability  to  provide  appeared  greater 
than  expected  by  professionals  and  patients.  In  nursing  care,  fami- 
lies and  patients  expected  more  family  support  than  did  professionals. 

It  appears  from  the  Sager  analysis  that  the  three  groups  roughly 
agreed  on  the  appropriate  amount  of  different  types  of  care  which 
should  be  provided  to  the  average  patient.  To  determine  who  might 
be  better  able  to  design  HC  plans  which  are  valid  for  individual 
patients,  Sager  suggested  testing  for  vertical  equity,  that  is,  do  care 
allocators  assign  more  service  to  the  more  disabled?  He  also 
argued  that  high  levels  of  consistency  among  raters  would  signal  a 
high  level  of  prescription  validity. 

Using  a Barthel  scale  of  functional  ability,  Sager  found  that  all 
three  groups  again  similarly  linked  number  of  needed  episodes  of 
care  per  week  directly  to  clients’  level  of  disability.  Professionals 
tended  to  be  most  linear  in  their  assignments;  families,  the  least. 
With  the  aid  of  multiple  regression  analysis,  Sager  also  found  that 
professionals  consistently  used  only  a small  number  of  characteris- 
tics as  indicators  to  assign  care  to  patients  in  accordance  with  need. 
Despite  possibilities  of  disagreement  stemming  from  definitional 
problems  (for  example,  the  meanings  of  safe,  adequate,  and  dig- 
nified), the  different  interpretations  of  the  PACE  data,  differences  in 
prognoses,  and  divergent  opinions  about  providers,  professionals 
displayed  remarkable  agreement  about  HC  needs. 

MDs,  discharge  planners,  and  home  health  agency  planners 
agreed  at  the  aggregate  level.  Agreement  was  less  impressive  about 
amounts  of  services  needed  in  the  four  separate  service  categories, 
decreasing  even  more  when  specific  types  of  service  were  con- 
sidered. The  weakest  consistency  was  shown  by  individual  profes- 
sionals’ estimates  of  individual  patients’  needs  for  specific  services. 
Professionals  did  not  agree  among  themselves  about  total  prescribed 
hours  and  amounts  of  particular  types  of  service.  In  fact,  profes- 
sionals clustered  across  roles  and  training.  Another  finding  was  that 
the  more  experienced  professional,  in  general,  assigned  fewer  ser- 
vice hours  in  total  than  did  the  less  experienced.  On  the  other 
hand,  professionals  having  more  information  about  specific  patients 
prescribed  more  help  for  them  than  for  patients  about  whom  they 
knew  less. 

Sager  believes  it  important  that  professionals  were  consistent 
over  time  with  respect  to  the  service  needs  of  specific  patients.  (The 
simple  correlation  between  total  amounts  of  service  assigned  by  the 
same  professional  to  the  same  patient  at  two  different  periods,  three 
to  six  months  apart,  was  0.91.)  More  experienced  professionals  were 
more  consistent,  as  were  those  who  prescribed  for  more  dependent 
patients.  Large  disagreements  among  professionals  as  to  amount 
and  types  of  care  to  be  assigned  were  accompanied  by  less  con- 
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sistency  over  time.  Further  analysis  of  the  data  also  showed  that 
professionals  agreed  about  which  patients  needed  more  or  less 
care,  but  they  may  have  disagreed  about  the  actual  number  of  hours 
needed  to  sustain  individuals  at  home.  (This  finding  parallels  those 
of  McCaffree  et  al  in  connection  with  professional  assessments  of 
nursing  home  patients.)  Overall,  professionals  tend  to  be  consistent 
with  their  own  views  of  patient  need  over  time  and  across  patients. 

In  view  of  the  agreements  and  disagreements  among  professionals, 
one  is  still  left  with  the  question  of  whether  professionals  should 
enjoy  more,  less,  or  the  same  amount  of  control  over  the  allocation 
of  HC  services  to  individual  patients.  Sager  argues  that  his  analysis 
shows  no  dramatic  evidence  to  support  supremacy  in  the  HC  alloca- 
tion decision  by  any  one  of  the  three  groups.  While  professionals 
may  be  able  to  devise  vertically  equitable  care  plans  with  some 
degree  of  reliability,  family-  and  patient-devised  plans  tended  to 
cost  less.  In  light  of  these  trade-offs,  Sager  suggests  some  means 
for  balancing  influences,  for  example,  allowing  families  more  weight 
in  areas  in  which  professional  agreement  is  less  certain,  such  as 
allocating  household  services.  This  procedure  could  be  developed, 
for  example,  by  setting  an  absolute  ceiling  on  the  amount  of  house- 
hold help  to  be  allowed  any  patient,  with  families  and  patients  dis- 
tributing that  total  among  various  services  as  they  see  fit. 

Another  important  finding  of  the  Sager  study  was  that  fears  of 
uncontrollable  increases  in  spending  brought  about  by  irresponsible 
family  and  patient  use  of  HC  services  are  not  justified,  since  families 
and  patients  desired  less  expensive  plans  than  did  the  professionals. 
This  finding  suggests  that  the  locus  of  care  planning — whether 
controlled  by  patients,  families,  or  professionals — should  be  selected 
to  enhance  patient  well-being,  since  spending  is  not  likely  to  go  out 
of  control.  Better  understanding  of  outcomes  and  of  intervention- 
outcome  linkages  is  crucial. 

Despite  this  argument,  Sager  believes  that  because  of  legislators’ 
and  administrators’  biases,  most  care  planning  decisions  will 
probably  have  to  be  left  with  professionals.  Greater  participation 
by  families  and  patients  is  indicated,  however,  and  means  to  bring 
that  involvement  about  should  be  made  a basis  for  experimentation. 
Additionally,  society  must  consider  the  safety  and  adequacy  implica- 
tions of  allowing  families  and  patients  to  choose  lower  allocations  of 
publicly-supported  HC  services  to  be  able  to  keep  dependent  elderly 
people  at  home. 

Another  study  focusing  on  the  equity  issue  was  recently  con- 
ducted at  the  School  of  Social  Work  at  the  University  of  California, 
Berkeley  (Boyd  et  al,  1980;  Boyd  et  al,  1981).  This  study  was  moti- 
vated by  the  perceived  inequalities  among  the  HC  service  allocations 
made  by  different  social  workers  to  seemingly  similar  clients  in 
counties  around  the  San  Francisco  Bay  Area  under  California’s 
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In-Home  Support  Services  (IHSS)  Program.  California  underwrote  a 
three-year  study  and  demonstration  because  of  perceptions  that  HC 
services  were  inequitably  distributed. 

Boyd,  Pruger,  and  Clark,  researchers  on  the  project,  argued  that 
if  social  workers  all  adhered  to  the  same  standards  in  making  service 
awards,  both  vertical  and  horizontal  equity  would  be  ensured.  The 
system  chosen  to  achieve  similarity  of  standards  was  based  on 
so-called  “worker  judgment  averaging,”  a technique  made  possible 
by  the  use  of  interactive  computer  facilities.  Essentially,  the 
technique  involved  using  the  computer  to  gather  information  both 
on  client  characteristics  and  on  the  service  awards  made  to  clients 
with  particular  sets  of  characteristics.  By  feeding  data  to  the  com- 
puter, social  workers  would  reveal  their  individual  explicit  and  implicit 
decision  rules.  These  rules  would  then  be  grouped  to  reveal  typical 
rules  across  the  whole  body  of  service  allocations,  initially  in  the 
individual  service  offices.  As  more  data  were  gathered,  the  typical 
rules  would  become  more  faithful  to  typical  decision-making  among 
all  social  workers  within  and  across  the  various  counties.  Individual 
workers,  seeing  the  rules  used  by  their  peers,  would  strive  to  bring 
their  own  practices  into  line  with  modal  behaviors,  and  more  con- 
sistent (hence  more  equitable)  allocations  would  be  made.  Over  the 
first  year  of  the  project,  consistency  in  linking  awards  to  needs  in- 
creased markedly  from  60  percent  to  79  percent. 

Data  manipulation  would  also  identify  the  variables  central  to  the 
social  workers’  decisions.  On  the  basis  of  dependency  data  shown 
by  five-point  ratings  in  each  of  10  functional  areas  (meal  preparation, 
eating,  bathing,  etc.)  plus  two  sets  of  binary  ratings  (laundry  and 
special  functioning),  multiple  regression  analyses  indicated  the 
weights  assigned  to  different  characteristics  by  different  social 
workers.  Also,  the  goodness  of  fit  of  the  model  to  social  worker 
decisions  could  be  determined  by  means  of  the  R 2 value,  thus  indi- 
cating how  much  confidence  could  be  placed  in  the  inferred  model 
as  a mirror  of  allocators’  actual  decision  rules.  Unfortunately,  the 
system  suffers  from  multicollinearity  (interaction  among  independent 
variables)  which  leads  to  unstable  coefficients  or  indicators  of  the 
influences  of  particular  client  characteristics.  For  this  and  other  rea- 
sons, a multiplicative,  interactive  model  was  chosen  over  a linear  one. 

As  developed,  the  model  of  social  worker  award  behavior  permits 
continual  monitoring  of  individual  worker  actions.  It  also  presumably 
allows  for  continuing  improvement  of  assessments  and  sharpening 
of  guidelines,  both  of  which  lead  to  greater  consistency  among 
awards  and,  presumably,  to  greater  equity. 

Despite  its  impressive  achievements  over  the  first  year,  the  system 
and  the  model  revealed  some  major  problems.  Social  worker  use 
of  the  system  was  hampered  first  by  technical  barriers,  most  prom- 
inently disbelief  in  the  credibility  of  the  model’s  technical  aspects, 
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the  need  to  provide  computer  predictions  to  the  social  workers  before 
the  latter  actually  made  their  awards,  the  initial  tendency  of  the  com- 
puter to  predict  only  aggregate  hours  of  service,  and  the  lack  of 
continual  evaluation  of  worker  performance  provided  both  to  workers 
and  to  supervisors.  Process  barriers  included  workers’  tendencies 
to  make  up  their  minds  about  awards  in  advance,  workers’  lack  of 
concern  with  equity  in  their  decision-making,  lags  in  the  entry  of 
data  into  the  system  (especially  in  smaller  offices  without  their  own 
computers),  and  the  dead  weight  of  tradition. 

Researchers  posed  questions  about  social  workers’  using  the 
model  to  justify  service  awards  to  protesting  clients.  However,  since 
the  system  had  not  really  been  used  as  an  information  source  by 
most  workers  at  the  time  the  first  year’s  report,  the  answer  seemed 
negative  to  the  researchers.  Another  question  dealt  with  the  social 
workers’  use  of  the  system  to  nudge  service  awards  upward.  Since 
each  worker’s  awards  would  be  compared  to  the  standards  of  the 
group,  the  researchers  believed  this  game  could  not  be  played  for 
very  long.  Another  possibility  was  that  workers  might  adjust  awards 
to  predictions  to  avoid  adverse  performance  ratings.  Perhaps  some 
20  percent  of  workers  were  doing  so,  possibly  giving  rise  to  much 
inequity.  To  the  extent  that  workers  came  to  understand  the  model 
and  realize  that  their  actions  might  result  in  inequities,  Boyd  and 
his  colleagues  believed  that  the  problem  would  be  corrected.  In 
addition,  supervisors  would  have  to  recognize  the  legitimacy  of 
workers’  diverging  from  computer  predictions  in  making  awards. 
These  requirements  could  only  be  met  through  education,  a time- 
consuming  process. 

Another  major  area  of  concern  was  that  of  worker  norms,  of  which 
two  categories  influence  equity:  those  rules  used  by  workers  in 
determining  awards  based  on  need  and  the  extent  to  which  all 
workers  adhere  to  the  common  rules.  Distributional  equity,  it  is 
argued,  depends  on  a common  set  of  rules  and  adherence  to  them. 

Another  category  of  norms  has  nothing  to  do  with  equity.  One  of 
these  has  to  do  with  worker  burdens:  71  percent  of  all  cases  were 
reviewed  in  the  first  year,  but  only  22  percent  of  the  awards  were 
changed,  suggesting  that  workers  wished  to  avoid  clashes  with 
supervisors  or  clients,  to  avoid  finding  new  or  additional  providers, 
and  to  avoid  additional  paperwork  which  changed  awards  demand. 
The  other  non-equity  related  norm  had  to  do  with  the  need  to  find 
providers.  In  some  instances,  scarcity  of  providers  stimulated  work- 
ers to  increase  awards  to  make  it  worthwhile  for  providers  to  respond. 

Overall,  Boyd  et  al  claimed  success  for  the  computer  assisted 
project.  Over  the  course  of  the  first  year,  all  field  offices  raised  the 
goodness  of  fit  of  their  individual  models  (as  shown  by  increased 
R2 s).  Causes  of  this  improvement  were  alleged  to  be  a better 
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model,  clearer  guidelines,  and  the  greater  receptivity  of  social 
workers  to  the  system  and  to  the  computer. 

Performance  during  the  second  year  of  the  project  reaffirmed  the 
researchers’  optimism  in  the  system’s  ability  to  enhance  equity  and 
efficiency.  Among  the  achievements  of  the  second  year  were  con- 
tinual increases  in  goodness  of  fit  between  client  characteristics 
and  service  awards  (the  R2 s went  up  in  almost  every  office).  In  addi- 
tion, Boyd  et  al  concluded  that,  because  of  increased  efficiency  in 
data  processing  and  interpretation,  the  computer  itself  was  a power- 
ful influence  in  attaining  greater  equity  and  efficiency.  Furthermore, 
workers  seemed  to  use  the  system  more  routinely,  guidelines  for 
assessment  and  service  awards  had  been  improved,  and  workers 
were  participating  more  fully  in  designing  new  methods.  The  biggest 
frustration  was  the  continuing  lack  of  direct  participation  and  involve- 
ment by  the  State’s  IHSS  bureau. 

While  the  Sager  and  Boyd  projects  offer  some  impressive  evidence 
about  the  process  of  award  decision-making,  and  while  the  Sager 
effort  presents  some  critical  patient  condition  and  cost  evidence, 
some  methodological  issues  remain.  Most  importantly,  it  is  not  clear 
that  consistency  in  making  awards  necessarily  implies  vertical  and 
horizontal  equity.  Equality  may  be  ensured  across  clients  with 
similar  impairments,  and  the  amount  of  service  awarded  may  be  a 
direct  function  of  level  of  impairment,  but  equality  may  not  ensure 
equity  unless  an  independent  argument  can  be  framed  to  that  effect. 
Moreover,  providing  more  service  to  more  disabled  people  may  not 
meet  their  needs  unless  there  is  an  established  relation  between 
the  intervention  and  the  purpose  of  intervening  in  the  first  place. 
Cardinal  as  well  as  ordinal  differences  are  important.  These  con- 
siderations again  summon  up  the  problems  of  outcomes  and  rea- 
sonable links  between  services  and  outcomes.  Efficiency  and 
effectiveness,  in  short,  must  be  directly  involved  in  the  analysis, 
no  matter  how  difficult  that  may  be,  since  equity  cannot  be  ensured 
without  them. 

HC  and  the  Role  of  the  Family 

As  shown  in  Chapter  VIII  and  in  many  studies,  the  family  is  a 
crucial  element  in  the  provision  of  LTC  services,  especially  HC. 
These  matters  are  extensively  discussed  in  Chapter  VIII,  but  it  is 
appropriate  here  to  raise  the  issue  of  public  policy  in  support  of  the 
family’s  caring  role. 

Francis  Caro,  in  a paper  for  the  Community  Service  Society  of 
New  York  (1980),  argues  that  public  support  systems  could  signifi- 
cantly alleviate  the  burdens  borne  by  families  in  providing  for  their 
elders,  and  in  so  doing,  could  sustain  the  family  in  making  even 
further  efforts.  As  it  is,  family  burdens  may  be  exacerbated  by  tax 
policies  which  allow  deductions  for  paid  care  but  none  for  family 


care.  Similarly,  Medicaid  and  Medicare  provision  both  favor  institu- 
tionalization over  home  care  which,  if  provided  in  modest  amounts, 
might  allow  a family  to  maintain  a dependent  elder  at  home.  So  also, 
inadequate  coverage  for  home  care  locks  many  family  members  into 
a heavy  care  environment  from  which  employment  stimuli  and  privacy 
are  removed  and  in  which  the  caregiver’s  mental  health  may  suffer. 

In  a similar  vein,  Amy  Horowitz  (1978)  notes  that  family  capacity  to 
maintain  dependent  people  at  home  can  be  significantly  enhanced 
by  HC  seed  money  programs  which  allow  time  for  new  activities, 
release  of  emotional  pressure,  and  relief  of  guilt.  Coordination  of 
HC  leads  to  better  quality  of  all  care  by  relieving  some  pressures 
on  the  family  caregivers  and  possibly  prolonging  the  ability  of  the 
family  to  provide  care.  Certainly  the  experience  of  the  British  with 
holiday  relief  beds  suggests  that  prolonging  family  ability  costs  rela- 
tively little  (Griffiths  and  Cosin,  1976).  Even  if  more  formal  HC  may 
be  needed  because  of  demographic  changes  which  leave  fewer 
younger  caregivers  at  home,  the  role  of  the  family  is  crucial  enough 
for  us  to  seek  ways  to  ensure  that  it  can  be  sustained. 

A Voucher  System  to  Ensure  Care 

Because  of  rising  LTC  costs,  a potential  shortage  of  HC  workers, 
and  dangers  of  eroding  HC  quality,  Drob  et  al  (1980)  have  suggested 
a voucher  or  marker  system  under  which  volunteer  care  providers 
could  ensure  themselves  of  care  in  the  future.  Noting  that  an  expan- 
sion of  HC  financing  seems  unlikely  in  the  near  future  and  that  many 
able-bodied  people  may  wish  to  provide  some  form  of  HC  service, 
they  propose  a system  in  which  people  of  similar  backgrounds  who 
know  each  other  and  who  enjoy  elements  of  mutuality  and  responsi- 
bility can  join  together  to  ensure  care  for  themselves. 

Essentially,  volunteers  would,  to  use  the  authors’  words,  be  able 
to  “stockpile  their  good  deeds”  through  accumulating  markers 
representing  the  amount  of  care  they  had  contributed  for  the  benefit 
of  another.  These  saved  results  of  volunteering  could  be  spent  at 
will  by  the  caregivers  and/or  their  families  when  they  need  care. 
To  ensure  provision  of  care  to  those  at  the  end  of  the  line,  guarantor 
agencies  would  have  to  ensure  that  care  could  be  paid  for.  Such 
agencies  could  accumulate  guarantee  funds  and  be  responsible  for 
the  initial  organization  of  the  system.  Ideally,  churches,  unions,  and 
other  similar  “propinquity  groups”  would  be  guarantor  agencies, 
since  they  already  have  committee  structures,  some  degree  of 
organization  centralization,  and  usually  a fair  degree  of  longevity. 
Volunteer  workers  presumably  would  be  more  humane,  especially 
with  members  of  their  own  groups,  and  bureaucratic  problems  could 
be  minimized.  Presumably  some  coordination  would  be  needed 
among  volunteers,  home  health  agencies,  and  social  service 
providers. 
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Certain  key  problems  must  be  recognized  despite  the  many  attrac- 
tive features  of  the  proposal.  A major  difficulty  lies  in  preventing 
overuse  of  the  system  by  those  who  first  get  care  without  previously 
having  been  volunteers.  This  problem  is  similar  to  that  encountered 
when  social  insurance  schemes  are  initially  established.  A related 
question  is  how  many  markers  should  initial  users  be  given,  and 
how  should  they  be  valued?  Other  practical  questions  concern  the 
actual  operation  of  the  system:  How  does  the  agency  protect  against 
continuing  overuse?  When  are  markers  earned?  Would  markers  be 
initiated  by  the  guarantor  agency?  What  should  the  size  of  the 
guarantee  fund  be?  Should  there  be  a limit  to  the  number  of 
markers  issued?  What  types  of  services  are  covered?  Can  markers 
be  inherited? 

Although  this  proposal  is  only  tentative  and  may  be  impractical, 
the  central  idea  opens  up  the  possibility  of  using  volunteers  at  the 
same  time  that  constraints  on  the  availability  of  HC  resources  are 
clearly  in  evidence. 

Comprehensive  Analytical  Studies  of  Home  Care 

In  addition  to  the  Sager  study,  £ number  of  comprehensive 
research  efforts  have  analyzed  various  programs  of  HC  from  differing 
viewpoints.  These  studies  offer  a number  of  perspectives  on  patient 
conditions,  effects  of  interventions,  and  comparative  costs  of  HC 
and  nursing  home  care.  They  also  demonstrate  methodological 
strengths  and  weaknesses  of  the  types  discussed  in  this  chapter. 

Veterans  Administration  Programs 

The  only  programs  of  Federally-provided  HC  are  those  of  the 
Veterans  Administration.  Known  as  hospital  based  home  care 
(HBHC)  programs,  these  were  initially  funded  in  fiscal  year  1972 
under  legislation  which  expanded  the  definition  of  VA  outpatient 
care  to  allow  the  VA  Administrator  to  provide  such  home  health 
services  appropriate  to  the  “effective  and  economical  treatment”  of 
veterans’  disabilities  (Veterans  Administration,  1980).  HBHC  pro- 
grams are  similar  to  those  of  the  British  National  Health  Service, 
since  they  involve  direct  provisions  of  home  services  rather  than 
payment  for  those  services.  Provision  includes  nursing  care, 
physical,  occupational,  and  speech  therapy,  medical-social  services, 
dietetic  consultation,  home  health  aide  services,  drugs,  medical  ap- 
pliances, and  home  adaptation.  The  range  of  provision  is  very  wide. 

In  early  1980,  there  were  30  HBHC  teams,  each  with  an  average 
of  9.25  personnel.  Each  team  was  expected  to  provide  350  visits 
per  month. 

A recent  assessment  of  these  VA  programs,  pursuant  to  a mandate 
from  Senator  William  Proxmire,  examined  their  effectiveness  in 
terms  of  cost  and  outcomes.  The  study  period  was  October  1 through 
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December  31,  1979.  The  time  span  of  the  study  was  too  short  to 
effectively  analyze  cost-effectiveness.  The  VA  report  thus  described 
the  program  and  focused  on  costs  (Veterans  Administration,  1980). 

Despite  its  inability  to  assess  program  effectiveness,  the  VA  set 
forth  the  bases  for  such  an  assessment.  It  identified  five  general 
outcomes: 

• discharge  when  program  goals  have  been  achieved 

• discharge  to  a less  intensive  level  of  care,  usually  to  outpatient 
care,  when  maximum  improvement  in  HBHC  has  been  achieved 

• discharge  through  death  in  the  home 

• long-term  maintenance  of  current  health  status 

• deterioration  with  the  need  for  more  intensive  care,  usually  in 
a hospital  or  nursing  home. 

Recognizing  that  cost-effectiveness  cannot  be  identified  by  com- 
paring average  daily  cost  of  care  in  the  home  with  average  daily 
cost  of  care  in  an  institution  (because  of  the  need  to  quantify  family 
and  patient  contributions  to  HC),  the  VA  nonetheless  listed  five  major 
issues  in  any  cost-effectiveness  exercise: 

• determination  of  the  neecLfor  HBHC 

• program  descriptions  including  types  of  patients,  services  pro- 
vided, and  the  costs  of  providing  professional  care 

• measurement  of  outcomes  of  care  relative  to  HBHC  services 
provided 

• comparison  of  patient  care  outcomes  among  different  HBHC 
programs 

• comparison  of  patient  care  outcomes  between  HBHC  and  alter- 
native treatment  settings. 

Although  the  agency  recognized  the  difficulties  of  undertaking 
cost-effectiveness  studies,  it  clearly  understood  the  implications  of 
the  type  of  analysis  which  would  be  required  to  perform  a compre- 
hensive examination  of  its  program. 

In  examining  the  10  sites  (out  of  30)  in  its  sample,  the  VA  focused 
on  patient  morbidity  characteristics,  patient  disability  levels,  services 
provided,  and  specific  problems  encountered  by  care  providers  and 
family  members.  As  of  October  1,  1979,  the  10  sites  served  516 
patients.  An  additional  260  were  added  to  the  program  over  the 
study  period,  while  289  were  discharged.  It  should  be  noted  at  the 
outset  that  the  VA  population  crucially  differed  from  most  LTC 
groups  in  the  country,  in  that,  of  the  patients  receiving  HBHC  during 
the  study  period,  98  percent  were  male.  The  average  age  was  also 
only  68  years.  The  group  was  thus  more  male  and  younger  than 
most  LTC  recipients  nationwide. 

Most  HC  recipients  were  relatively  poor  (average  monthly  income 
only  $700  per  month),  lived  with  others,  and  had  been  referred  by  a 
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local  VA  facility  (79  percent).  The  typical  client  had  an  average  of 
five  conditions.  The  most  common  conditions  were  heart  disease, 
cancer,  and  stroke.  The  levels  of  disability  were  about  evenly 
divided  among  severe,  moderately  severe,  and  moderate  (about  27-32 
percent  each).  Mild  levels  of  disability  only  accounted  for  about 
10  percent  of  all  patients. 

The  average  number  of  medications  per  patient  was  7.5;  the  aver- 
age number  of  prosthetics  and  durable  equipment  was  3 per  patient. 
The  10  study  sites  made  10,500  visits  in  the  three-month  study  period, 
for  an  average  of  four  visits  per  patient  per  month.  Most  visits 
(36  percent)  were  made  by  registered  nurses. 

The  most  common  problem  encountered  by  the  professional  pro- 
viders was  coping  with  stress  of  the  family  caregiver.  Often  the 
caregiver  was  old  and  in  poor  health.  In  general,  the  problems  con- 
fronted reflected  the  difficulties  tied  to  chronic,  debilitating  con- 
ditions. This  finding  parallels  much  anecdotal  evidence  about  limits 
on  HC  created  by  the  problems  of  the  aging  family  as  it  seeks  to 
cope  with  debilitated  elderly  at  home. 

Although  the  VA,  in  this  study,  did  not  directly  compare  cost- 
effectiveness  between  HBHC  and  nursing  homes  (or  other  LTC 
institutions),  it  did  attempt  to  directly  derive  costs  for  the  services 
provided.  However,  no  imputation  was  made  for  family  costs.  Costs 
were  divided  into  direct  (provider  time,  services  and  procedures, 
medications,  etc.),  indirect  (VA  Medical  Center  overhead  cost  per- 
centage imputed  to  costs  of  the  HBHC  program),  and  total  costs,  or 
the  sum  of  direct  and  indirect  costs.  Direct  costs  were  calculated 
on  a per  unit  basis,  that  is,  per  patient  or  per  visit,  by  determining 
the  amount  of  services  and  time  used  per  unit.  Indirect  costs  were 
applied  on  a formulaic  basis.  When  all  costs  had  been  added,  they 
showed  that  cancer  was  the  most  expensive  (per  day  and  per  visit) 
condition  to  treat  in  the  HBHC  program,  although  on  a cost-per-visit 
basis,  diabetes  and  organic  heart  disease  were  close  behind  ($69 
versus  $68  per  visit).  Costs  per  patient  day  for  the  program  ranged 
from  $13  to  $17.  As  expected,  average  costs  rose  directly  with 
disability  levels,  although  mildly  disabled  patients  were  more  costly 
than  moderately/severely  disabled  on  the  basis  of  average  cost 
per  visit. 

One  of  the  more  interesting  aspects  of  the  VA  study  was  its  review 
of  other  research,  some  of  which  is  considered  elsewhere  in  this 
chapter.  Overall,  the  VA  concluded  that  most  of  these  other  studies 
were  not  satisfactory  from  the  standpoint  of  comparing  costs  among 
care  modalities  while  controlling  for  patient  disabilities.  The  studies 
also  seemed  to  show  that  the  costs  of  caring  for  patients  increase 
as  disability  increases.  If  disability  is  great  enough,  home  care  may 
be  more  costly  than  institutional  care.  Even  so,  these  studies  did 
not  provide  for  suitable  control  groups;  they  did  not  appropriately 
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allocate  HC  and  institutional  costs  (especially  with  respect  to  indi- 
rect costs);  they  did  not  provide  a comparision  based  on  common 
units  of  measure  (for  example,  HC  costs  usually  are  expressed  in 
costs  per  case,  hospital  costs  in  average  daily  cost  per  patient.) 

The  VA  study  provides  a beginning  for  a longitudinal  study  of  one 
of  the  few  comprehensive  direct  provision  HC  systems  in  the  United 
States.  Its  cost  figures  can  be  compared  with  those  of  other  HC 
schemes,  and  its  attempt  to  control  for  both  diagnosis  and  disability 
levels  offers  some  useful  bases  for  comparison  with  services  to 
patients  in  other  care  modes.  The  VA  effort,  however,  needs  to  be 
generalized  by  including  some  imputations  for  family  and  community 
costs.  Also,  because  most  VA  clients  are  male,  the  results  are  not 
as  generally  applicable.  Nevertheless,  they  may  be  significant  as 
more  of  the  LTC  population  becomes  male,  at  least  in  absolute 
numbers.  It  is  to  be  hoped  that  changes  in  patient  condition  will  be 
monitored  as  the  VA  study  continues. 

Weissert’s  Home  Care  Studies 

Among  recent  important  studies  of  Section  222-financed  home- 
maker (as  distinguished  from  home  health)  services  is  that  of 
Weissert,  presented  in  connection  with  his  adult  day  care  (ADC) 
analysis,  discussed  earlier  (Weissert,  1978;  Weissert  et  al,  1978, 
1980).  His  research  does  not  compare  cost-effectiveness  between 
or  among  alternatives,  but  rather  compares  the  HC  outcomes  be- 
tween two  groups  of  clients,  one  receiving  HC,  the  other,  a control. 

Although  analytical  comments  on  the  Weissert  ADC  analysis  apply 
as  well  to  the  homemaker  and  combined  homemaker-ADC  study, 
the  HC  conclusions  are  illuminating  with  respect  to  patient  charac- 
teristics and  costs.  The  HC  studies  covered  630  clients,  one-half 
in  the  experimental  group,  the  other  half  in  the  control  group. 

Homemakers  were  used  368  hours  per  year  on  average.  Among 
specified  users,  41  percent  were  visited  twice  a week;  26  percent, 
once  a week,  and  only  2 percent  four  times  per  week.  Among  those 
who  survived  the  year,  the  figure  was  430  visits  per  year.  Most  heavy 
users  were  trauma  sufferers;  cancer  victims  were  least  common. 
Older,  female,  white  patients  and  patients  living  with  others  were 
heavier  users  than  younger,  male,  and  black  patients  or  patients 
living  alone.  One  interesting  finding  was  the  wide  range  of  utilization 
across  the  various  sites:  from  30  to  611  hours  per  year  and  from 
27  visits  of  one  hour  each  per  year  to  116  visits  of  five  hours  each. 
A number  of  explanations  for  these  differences  were  offered,  includ- 
ing divergence  of  professional  need  assessments  and  care  prescrip- 
tions, the  various  types  of  provider  organizations,  and  patients’  atti- 
tudes toward  HC  use.  Clearly,  these  institutional  and  professional 
aspects  of  provision  must  be  considered  in  any  analyses  of  HC  and, 
indeed,  in  any  form  of  provision  before  uniform  statements  can  be 
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made  about  the  outcomes  and  costs  (or  cost-effectiveness)  of  any 
program.  In  a sense,  organization  and  institutions  must  thus  be  a 
variable  for  policy  and  scientific  research. 

Analysis  of  the  data  showed  the  same  results.  The  rate  of  institu- 
tionalization was  not  appreciably  different  for  the  HC  users  than  for 
the  non-users.  For  the  over-74  females  living  alone  and  suffering 
from  cancer  or  circulatory  diseases,  there  were  slightly  fewer  SNF 
days  than  for  the  controls  who  received  no  HC.  On  the  other  hand, 
the  controls  had  fewer  days  of  hospitalization.  There  was  small 
difference  for  rates  of  admission  to  SNFs  (16  percent  of  the  experi- 
mental group,  18  percent  of  the  controls)  and  little  divergence  in 
length  of  stay  once  admitted  to  an  SNF  (23  and  24  days,  respectively). 
As  with  the  ADC  users,  Weissert  found  that  a very  small  proportion 
of  HC  users  or  non-users  appeared  destined  for  the  nursing  home. 
Also,  both  groups  had  high  rates  of  hospitalization  and  comparable 
stays  (24  days  versus  22  days).  Again,  these  findings  may  suggest 
that  HC  serves  as  an  additional  service  rather  than  a substitute  for 
many  services  for  large  numbers  of  the  LTC-dependent  population. 
A larger  proportion  of  HC  users  improved  physical  functioning, 
especially  among  the  older  clients. 

When  those  who  died  in  the  course  of  the  study  are  taken  out  of 
the  analysis,  users  still  did  better  in  terms  of  functioning,  but  the 
differences  were  not  statistically  significant.  As  with  the  ADC  analy- 
sis, improvement  in  ADL  with  home  care  showed  some  lagged  effects, 
that  is,  improvements  often  appeared  in  the  quarter  after  the  services 
were  received,  but,  again,  the  differences  were  not  statistically  sig- 
nificant. On  the  other  hand,  intensity  of  HC  use  was  associated  with 
improvement  in  ADL  functioning  on  a lagged  basis;  however,  if  clients 
who  died  are  excluded  from  the  figures,  differences  in  ADL  func- 
tioning associated  with  intensity  of  HC  use  disappear.  One  interest- 
ing finding  was  that  HC  use  was  associated  with  increased  proba- 
bility of  survival. 

Average  hourly  costs  of  HC  services  were  $7.61 ; total  annual  cost 
was  $2,290  for  the  study  year.  HC  users,  overall,  cost  $3,432  more 
than  non-users  annually,  a difference  of  60  percent.  Given  the  lack 
of  any  real  measured  outcome  differences  between  the  experimental 
and  control  groups,  such  cost  differences  suggest  that  an  HC  pro- 
gram might  have  to  be  justified  on  grounds  other  than  cost.  In  light 
of  the  Weissert  study,  final  judgment  on  this  question  must  be  re- 
served until  other  research  is  completed.  This  is  especially  pertinent, 
since  Weissert’s  analysis  of  a small  California  group  receiving  both 
ADC  and  HC  again  showed  no  significantly  different  outcomes  on 
grounds  other  than  death  rates,  contentment,  and  psychological 
well-being,  as  well  as  showing  a much  higher  (38  percent)  annual 
cost  for  users  than  for  non-users.  Of  course,  the  improvement  in 
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contentment  and  psychological  well-being  may  be  as  important 
from  society’s  perspective  as  cost-saving. 

Weissertand  his  colleagues  also  considered  HC  from  a multivariate 
perspective  (Wan  et  al,  1978).  They  also  examined  their  data  sets  of 
users  and  non-users,  experimental  groups  and  controls  (those  not 
selected  to  receive  HC  in  the  experiment)  in  the  same  manner  as  for 
the  ADC  groups.  Essentially  they  examined  users  and  non-users  and 
experimental  and  control  groups  with  “contaminated”  cases  included 
(Weissert  et  al,  1980).  (Their  previous  bivariate  and  multivariate 
analyses  had  excluded  contaminated  cases).  Again,  use  of  home- 
maker services  was  associated  with  reduced  mortality.  Weissert 
speculates  that  this  reduction  may  have  little  to  do  with  HC  as  such. 
Rather,  alert  homemaker  aides  may  have  spotted  conditions  which 
required  help  in  time  for  their  patients/clients  to  be  taken  to  the 
hospital.  This  conclusion  would  seem  to  be  consistent  with  the 
finding  that  male  users  living  with  others  and/or  severely  dependent 
users  had  higher  levels  of  hospital  use  than  did  non-users.  Also, 
members  of  the  experimental  groups  had  consistently  higher  levels 
of  hospital  use  than  did  members  of  the  control  groups.  Otherwise, 
there  seemed  to  be  no  effect  of  homemaker  services  on  institution- 
alization or  physical  functioning.  As  with  ADC,  the  majority  of 
homemaker  users  and  controls  did  not  use  nursing  homes  during  the 
study  year.  Again,  the  questions  arise  of  suitability  of  HC  for  nursing 
home  prone  patients  and  the  add-on  of  services. 

Greenberg’s  Minnesota  Studies 

As  noted  in  Chapter  VII,  Jay  Greenberg  (1974)  at  the  University 
of  Minnesota  has  developed  a study  of  the  comparative  cost  of 
nursing  home  and  home  care,  following  and  enriching  the  Poliak 
models.  The  methodological  part  of  the  study  begins  by  discussing 
the  four  parts  of  the  comparative  costing  problem:  (1)  determination 
of  the  direct  costs  of  home  care,  (2)  determination  of  the  direct  costs 
of  the  nursing  home,  (3)  development  of  effectiveness  measures  and 
cost  comparison  calculations,  and  (4)  estimation  of  the  indirect  and 
systematic  effects  of  any  changes  in  policy  and/or  the  structure  of 
provision.  In  dealing  with  all  of  these  costing  issues,  Greenberg 
assumes  that  producers  (providers)  operate  efficiently,  that  is,  they 
produce  each  level  of  output  in  the  most  technically  and  eco- 
nomically efficient  manner. 

Assuming  that  the  key  issue  in  a comparative  cost  analysis  for 
home  care  is  the  total  social  cost  of  keeping  someone  out  of  an 
institution,  Greenberg  tackles  the  direct  costing  question  in  terms  of 
client  and  agency  characteristics.  He  defines  home  care  (non- 
institutional)  costs  as  does  Poliak,  in  total  social  terms,  because  the 
costs  of  a non-institutional  environment  are  those  of  reproducing 
the  services  provided  by  an  institutional  environment  in  another 
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setting.  As  we  will  show,  his  definition  of  social  cost  is  somewhat 
more  restricted  than  that  developed  in  Chapter  VII.  In  all  of  his 
analysis,  he  also  argues  that  quality  is  part  of  the  outcome  of  pro- 
vision, that  is,  it  is  the  level  of  care  to  which  the  system  and  the 
providers  aspire.  This  contrasts  with  much  other  cost  analysis 
which  makes  quality  one  of  the  “inputs”  or  characteristics  of  the 
inputs. 

To  Greenberg,  the  most  prominent  patient  attributes  are  their 
physical,  psychological,  emotional,  and  social  circumstances.  These 
can  be  displayed  as  linked  to  cost  of  care  of  a given  quality  per  unit 
time,  although  the  actual  shape  of  the  relationship  must  be  a matter 
of  empirical  finding.  (See  Figure  IX-3.) 

Given  patient  impairment,  cost  can  also  be  hypothesized  as  sys- 
tematically related  to  family  ability  (willingness)  to  cope.  Again,  the 
relation  can  be  pictorially  displayed.  (See  Figure  IX-4.)  In  this 
case,  the  willingness  to  cope  can  only  reduce  costs  by  so  much, 
however,  since  beyond  a certain  point  (X  in  the  figure),  care  require- 
ments may  be  beyond  a family’s  ability  to  make  much  of  a difference. 
Similarly,  the  cost-impairment  relationship  can  be  framed  in  terms  of 
family  ability  to  help  by  means  of  two  curves,  one  showing  the  cost- 
impairment  link  without  help,  and  one  with  (Figure  IX-5).  It  seems 
intuitively  correct  that  costs  will  be  lower  for  each  level  of  impairment 
with  more  family  support.  Note  that  in  all  of  these  comparisons,  the 
output  is  care  of  a given  quality  level.  By  making  this  assumption, 
Greenberg  eliminates  a troublesome  problem,  the  quality  issue;  how- 
ever, this  issue  must  be  addressed. 

Acknowledging  that  the  literature  had  (by  1974)  not  generated  any 
theoretical  models  of  HC  or  other  alternatives,  Greenberg  asserted 
that  a comparative  cost  analysis  must  recognize  the  possibility  of 
high  cost  and  low  cost  providers,  the  implications  of  economies  of 
scale  (in,  for  example,  comparing  families  with  agency  providers), 
and  the  role  of  geography  in  influencing  input  prices.  He  also  noted 
that,  despite  many  claims  on  behalf  of  so-called  “integrated,”  multi- 
service firms,  no  one  has  shown  them  to  be  cost-effective  in  LTC; 
yet  their  presence  or  absence  may  exert  significant  influences  on 
cost  and  must  be  considered  in  any  cost  analyses. 

To  Greenberg,  direct  costing  of  nursing  homes  is  a much  more 
modest  affair  (at  least  in  Minnesota)  since  their  cost  data  are  mat- 
ters of  public  record  and  they  have  thoroughly  analyzed  the  data.  In 
effect,  he  argues  for  taking  nursing  home  data  at  face  value.  As 
shown  in  Chapter  XIX,  that  assumption  may  be  a bit  risky.  In  making 
comparisons  of  this  type,  moreover,  it  must  be  remembered  that  ob- 
served costs  of  nursing  homes  may  be  functions  of  reimbursement 
policies. 

Having  laid  out  the  basics  of  cost  structures,  Greenberg  turns  to 
the  explicit  comparisons  he  wishes  to  make.  His  contention  is  that 
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The  Cost-Impairment  Linkage 
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FIGURE  IX-4 

Costs  ol  Care  in  Relation  to  Family  Assistance 
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>:  Taken  from  Greenberg,  Jay,  op. 


Cost  Comparison*  (given  Impairment  levels)  With  and  Without  Family  Help 
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analysis  of  cost-effectiveness  is  the  most  appropriate,  since  simple 
costing  studies  beg  the  questions  of  effectiveness,  while  technical 
cost-benefit  analysis  requires  specification  of  benefits  in  monetary 
terms,  something  often  impossible  to  achieve.  In  making  the  cost- 
effectiveness  comparisons,  it  must  be  remembered  that  the  level  of 
effectiveness  or  quality  must  be  common  to  both  modalities  to  be 
compared  and  that  quality  level  must  be  held  constant  across  levels 
of  impairment.  Otherwise,  assertions  about  relative  cost-effective- 
ness will  be  meaningless.  If  those  requirements  are  satisfied,  then 
finding  Poliak’s  “break-even”  point,  that  point  at  which  costs  of  care 
in  two  modalities  are  equal,  is  feasible.  In  technically  framing  the 
investigations,  it  would  be  preferable  to  randomly  sort  potential 
patients  between  care  programs,  but  politically  this  may  be  impos- 
sible. Also,  effectiveness  levels  should  be  specified  in  advance, 
but,  again,  one  may  have  to  settle  for  some  highly  subjective  state- 
ments. To  the  extent,  however,  that  professional  judgments  can 
meaningfully  and  operationally  define  outcomes,  these  should  be 
developed  in  advance  of  an  experiment/ cost  comparison  to  ensure 
that  both  modalities  are  really  producing  the  same  thing.  Also,  as 
Weissert  points  out  (1981),  the  alternative  should  have  some  benefit 
for  the  users. 

The  specific  comparative  cost  analysis  performed  by  Greenberg 
involved  using  a “typical”  agency,  that  is,  one  with  a case-mix  (in 
disability  terms)  representative  of  all  agencies  in  the  relevant  area, 
in  his  case  Minnesota.  Using  a global  disability  scale,  shown  in 
Figure  IX— 6,  he  compared  HC  and  nursing  home  costs  by  disability 
levels.  Food  and  housing  were  included  in  his  total  costs  of  HC,  but 
he  excluded  the  labor  of  volunteers  and  families. 

As  expected,  Greenberg’s  cost  comparisons  show  that,  for  lower 
levels  of  disability,  HC  is  cheaper  than  nursing  home  care,  but  that 
for  those  patients  who  need  complete  help  with  personal  care  (Dis- 
ability Level  IV),  nursing  home  care  is  cheaper.  Living  with  someone 
else  reduced  HC  costs  substantially,  though  this  advantage  is  more 
apparent  at  lower  disability  levels  than  at  higher  ones.  For  the 
former,  living  alone  almost  doubles  costs,  while  for  the  latter,  the 
spreading  of  fixed  costs  (mostly  housing)  in  a service  package  that 
includes  much  disability-related  nursing  care  yields  few  advantages 
over  living  with  someone  else.  The  role  of  nursing  care  appears  very 
important  in  determining  cost,  even  for  the  same  level  of  disability, 
possibly  because  home  chore  or  personal  care  is  so  much  cheaper 
and  may  suffice  for  some  patients  with  modest  levels  of  disability 
(Level  II). 

On  the  basis  of  his  cost  comparisons  for  the  early  1970s,  Green- 
berg claims  that  for  300  people,  it  would  be  necessary  to  spend 
between  $104,000  and  $109,000  monthly  to  offer  a home  service 
package  to  elderly  dependent  patients.  On  a cost-effectiveness 
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FIGURE  IX-6 

Global  Disability  Scale  Used  in  the 
Greenberg  Minnesota  Study 

Rating  of  one:  This  individual  would  be  medically  stable  and  mentally 
alert.  He  would  be  able  to  ambulate  with  little  or  no  human 
assistance,  (although  mechanical  assistance  such  as  a walker  may 
be  necessary).  For  the  most  part,  he  would  need  help  with  food 
preparation,  shopping  or  cleaning  or  laundry. 

Rating  of  two:  This  individual  would  be  medically  stable  with  no  more 
than  minimal  amount  of  mental  disability.  He  would  need  minimal 
assistance  with  personal  care  such  as  tub  bathing  or  shampooing 
and  would  also  require  assistance  in  non«personal  care  as  in 
category  one. 

Rating  of  three:  This  individual  would  be  medically  stable  but  may  need 
limited  rehabilitation  services.  He  would  have  difficulty  in  ambula- 
tion, and  require  moderate  assistance  with  bathing,  dressing,  or 
toileting. 

Rating  of  four:  This  individual  would  be  medically  stable  or  changing  in  a 
predictable  way  (e.g.  declining  or  terminal);  may  be  moderately  con- 
fused, need  complete  help  with  personal  care  and/or  at  least  one  per- 
son to  help  with  ambulation. 

Source:  Taken  from  Greenberg,  op.  cit.,  p.  24f 
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basis,  given  the  highest  level  of  disability  which  could  be  served  at 
home,  HC  would  have  saved  almost  $392,000  per  year  over  nursing 
home  costs  for  an  estimated  1,490  skilled  nursing  patients.  These 
cost  comparisons  must,  however,  be  modified  by  an  understanding 
of  the  structural  implications  of  substituting  HC  for  nursing  home 
care.  In  the  first  place,  it  must  be  possible  to  supply  the  resources 
which  an  expanded  HC  system  might  require.  This  aspect  of  system 
dynamics  has  not  been  adequately  researched,  either  with  respect 
to  staffing  and  capital  requirements  or  with  respect  to  users’  (includ- 
ing social  service  agencies’)  demand  responses  to  a new  supply  of 
a new  type  of  service.  Also,  it  must  be  recognized  that  patients 
change  and  that  costs  may  consequently  shift.  Finally,  there  is  the 
systemic  question  of  the  effects  of  removing  the  lighter  case  loads 
from  the  nursing  homes  which  may  increase  their  costs  at  the  same 
time  that  HC  cost  savings  are  overstated.  These  marginal  cost 
effects  must  be  included  as  offsets  to  the  savings  from  HC.  Addi- 
tionally, there  may  be  a heavier  or  lighter  case  load  in  the  acute 
hospital. 

The  Minnesota  Home  Care-Nursing  Home  Comparison  Study 

Another  major  study  of  clients,  services,  and  costs  in  nursing 
homes  and  home  care  settings  was  completed  at  the  University  of 
Minnesota  (Anderson,  Patten,  and  Greenberg,  1980).  This  effort 
directly  compared  personal,  social,  and  health  characteristics  of 
nursing  home  and  HC  clients.  It  also  considered  the  characteristics 
of  major  sub-groups  in  both  sets  of  service  receivers  and  the 
degree  of  overlap  between  them.  The  study  also  examined  the 
amounts  and  types  of  service  provided,  the  relation  between  service 
use  and  patient  characteristics,  the  relative  well-being  of  clients 
receiving  HC  and  nursing  home  care,  and  the  public  income  transfers 
received  by  both  groups.  The  comparative  cost  analysis  was  an 
important  component.  Although  a cost-benefit  or  cost-effectiveness 
analysis  was  implied,  none  was  explicitly  undertaken  because  there 
were  no  specifications  of  outcome  objectives  or  achievements. 

In  the  study,  approximately  550  clients  of  seven  HC  agencies  were 
compared  with  approximately  450  residents  of  11  nursing  homes,  all 
residing  in  three  Minnesota  counties  around  the  Twin  Cities.  Data 
were  gathered  by  interview  and  by  consultation  of  service  and  cost 
records.  Initial  data  were  obtained  in  February  1978  with  a follow-up 
nine  months  later.  These  data  showed  HC  clients  were  more  likely  to 
be  female,  unmarried  or  widowed,  and  living  alone  than  Minnesotans 
in  general.  Average  age  was  76;  most  were  white.  Nursing  home 
residents,  by  contrast,  were  older  (average  age  82),  more  likely  to  be 
female,  less  likely  to  be  married,  and  less  likely  to  come  from  a 
blue-collar  family.  Thirty  to  34  percent  of  both  groups  had  no  living 
children;  55  percent  of  HC  clients  lived  alone  versus  52  percent  of 
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the  nursing  home  residents  before  institutionalization.  Nursing  home 
residents  had  been  receiving  services  for  about  two  years  longer 
than  HC  recipients.  Previous  hospitalization  was  not  more  likely  to 
be  related  to  being  in  a nursing  home  or  receiving  HC.  HC  receivers 
were  divided  into  those  receiving  nursing  care  only;  nursing,  home 
health,  and  homemaker  services;  and  homemaker  services  only. 
Nursing  home  residents  were  divided  into  SNF  and  ICF  clients. 

In  considering  receipt  of  services  and  costs,  the  functional,  mental, 
and  medical  characteristics  are  presumably  of  crucial  significance. 
HC  clients  were  somewhat  incapacitated  according  to  indicators  of 
ADL  capacity  and  instrumental  ADL  (IADL)  capacity  (ability  to  use 
telephone,  checkbook,  etc.),  although  they  were  less  so  than  the 
nursing  home  residents.  A major  finding  running  through  the  analysis 
was  that  ICF  residents  were  less  incapacitated  than  the  total  HC 
group.  ICF  residents  were  more  like  homemaker  HC  recipients,  while 
the  SNF  group  was  more  like  the  nursing/home  health  aide/home- 
maker/HC  service  receivers.  Both  nursing  home  groups  were  more 
impaired  in  mental  functioning  as  measured  by  the  Mental  Status 
Quotient  (MSQ)  than  any  of  the  HC  sub-groups.  Without  the  MSQ 
ratings,  22  percent  of  the  nursing  home  residents  had  the  same 
characteristics  as  the  HC  groups.  Mental  status,  however,  seems  to 
be  a major  discriminator  between  the  two  groups.  It  should  be  noted 
that  much  mental  difficulty  diagnosed  as  dementia  may  actually  be 
reversible  depression;  hence  mental  status  circumstances  must  be 
analyzed  with  extraordinary  care  in  any  such  comparison. 

In  terms  of  mobility,  nursing  home  residents  were  more  impaired 
than  HC  receivers,  but  the  total  HC  group  was  less  mobile  than  the 
ICF  sub-group.  With  respect  to  ADL  functioning,  nursing  home 
clients  were  worse  off  than  HC  clients,  but  again  the  ICF  sub-group 
was  less  impaired  than  the  total  HC  group.  For  all  clients,  bathing, 
dressing,  incontinence,  and  locomotion  were  the  most  troublesome; 
eating,  bed  mobility,  and  moving  from  one  place  to  another  were 
less  so.  Similar  results  were  shown  for  IADL.  Two-fifths  of  nursing 
home  residents  versus  one-fifth  of  HC  receivers  were  moderately/ 
severely  incapacitated  in  IADL.  The  most  troubling  IADL  areas 
linked  to  ADL  problems  were  doing  housework,  going  grocery  shop- 
ping, doing  laundry,  and  going  places  out  of  usual  walking  distance. 

Overall  health  status  was  rated  with  respect  to  dependency  and 
ability  to  live  alone.  On  both  counts,  the  nursing  home  groups  were 
more  impaired  than  the  HC  recipients:  47  percent  versus  37  percent 
dependent  and  67  percent  versus  40  percent  needing  supervision  to 
live  alone. 

Services  received  were  organized  into  the  following  major  cate- 
gories: case  management,  mental  health,  personal  care,  home- 
making/housekeeping, and  nursing.  HC  clients  used  fewer  of  all 
services  than  nursing  home  residents,  although  the  highest  20  per- 
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cent  of  HC  service  users  took  most  HC  services  and  accounted  for 
higher  percentages  of  service  use  within  their  group  than  did  either 
the  SNF  or  ICF  residents.  Not  surprisingly,  HC  users  received  much 
informal  care  (largely  provided  by  families):  ten  times  as  much  in- 
formal as  formal  nursing  and  personal  care  services  and  three  times 
as  much  informal  as  formal  housekeeping  services.  Most  informal 
care  was  provided  by  spouses,  many  of  them  old  themselves,  a 
circumstance  which  evokes  important  questions  about  replacements 
when  caregivers  are  incapacitated. 

Higher  percentages  of  HC  users  received  more  emergency  room 
care  and  dental  care  than  did  nursing  home  clients,  raising  some 
interesting  questions  about  the  role  of  ER  care  as  a part  of  LTC  pro- 
vision. Total  service  use  (formal  plus  informal)  was  greater  among 
nursing  home  users  than  HC  users,  but  ICF  clients  received  only 
60  percent  as  much  personal  care  and  about  the  same  amount  of 
nursing  care  monthly  as  did  HC  users. 

Only  a few  client  characteristics  appeared  to  be  the  prime  deter- 
minants of  amount  and  type  of  service  used.  Physical  functioning 
was  the  sole  attribute  significantly  related  to  the  receipt  of  each 
provided  service  among  HC  recipients.  Overall,  the  level  of  physical 
functioning  was  a better  predictor  of  the  quantity  of  services  received. 
Among  medical  diagnoses,  only  cerebro-vascular  accidents  (CVA  or 
stroke)  was  a good  service  use  predictor  and  then  only  for  personal 
and  nursing  care  in  nursing  homes.  Despite  claims  for  the  ability  to 
tailor  HC  services  to  the  needs  of  clients,  these  data  show  that 
nursing  homes  did  a better  job  of  meeting  needs  than  did  HC,  since 
models  of  service  provision  in  nursing  homes  were  better  explainers 
of  the  observed  variations  in  service  use  than  were  models  for  HC. 
Evidently,  more  research  is  needed  on  how  services  are  allocated 
and  how  they  should  be  allocated  in  HC. 

A particular  focus  of  the  Minnesota  study  was  the  question  of 
costs.  Home  care  was  seen  to  be  cheaper  in  costs  of  formal  services, 
but  if  the  implicit  costs  of  personal  care  and  nursing  care  (valued  at 
the  wage  rates  for  those  functions)  were  added  in,  HC  use  of  those 
services  was  seen  as  more  expensive  than  use  in  nursing  homes. 
Overall  formal  costs  for  HC  came  to  about  $80  per  month;  SNF  costs 
were  over  $950,  and  ICF  costs  were  almost  $675. 

Formal  plus  informal  nursing  in  HC  came  to  almost  $127  versus 
$86  for  SNFs  and  $32  for  ICFs;  personal  care  formal  costs  plus 
informal  costs  came  to  $251,  $152,  and  $36,  respectively.  Note  that 
these  cost  comparisons  only  count  service  costs.  (No  allowance  is 
made  for  housing,  food,  extraordinary  social  services,  or  family 
opportunity  costs.)  The  excess  of  formal-plus-informal  personal  and 
nursing  services  costs  over  nursing  home  costs  may  be  considered 
a proxy  for  the  burdens  borne  by  families  for  users  of  HC.  If  so,  then 
that  magnitude  may  give  some  notion  of  the  outer  limit  of  the  amount 
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of  burden  which  might  be  relieved  by  public  policy.  In  addition,  if 
formal  HC  services  are  to  be  expanded,  say  by  public  funds,  then 
the  cost  increases  may  be  a function  of  the  level  of  ADL  incapacity 
among  the  older  population  and  of  the  amount  of  informal  care  which 
families  are  now  providing. 

In  any  comparison  of  care  modes,  the  relative  effectiveness  of 
either  form  of  intervention  should  be  analyzed.  Specifically,  LTC 
is  aimed  at  maintaining,  reversing,  or  delaying  deterioration  and 
allowing  a maximum  possible  quality  of  life.  In  the  Minnesota  study, 
such  outcome  comparisons  could  not  be  made  directly.  Rather  a 
number  of  indicators  were  used  as  proxies.  In  the  first  place,  it  was 
found  that  after  one  year,  only  50  percent  of  the  original  HC  users 
were  still  receiving  services;  8 percent  had  died,  8 percent  had 
gone  into  nursing  homes,  and  12  percent  were  receiving  services 
from  other  than  the  original  sources.  Among  the  nursing  home 
groups,  17  percent  had  died,  and  80  percent  were  still  receiving 
services.  Over  a nine-month  comparison  period,  there  were  no 
appreciable  differences  within  the  HC  group  with  respect  to  changes 
in  functional  and  other  disability  scores.  In  three  out  of  four  indi- 
cators of  well-being  (social  contacts,  satisfaction  with  services,  and 
satisfaction  with  living  arrangements)  HC  showed  some  marginal 
advantages  over  nursing  home  care,  which  enjoyed  an  advantage 
only  in  overall  life  satisfaction.  The  study  concluded  that  the  two 
groups,  HC  and  nursing  home,  showed  no  significant  differences  in 
well-being.  Although  the  data  did  not  warrant  any  large-scale  in- 
ferences about  the  expansion  of  HC,  the  researchers  reasoned  that 
if  HC  and  nursing  home  care  produced  essentially  the  same  results 
in  objective  well-being,  HC  shouldl  be  expanded  because  it  is  pre- 
ferred by  most  patients  and  most  professionals. 

This  conclusion  takes  on  added  weight  when  we  recognize  that 
HC  recipients  gain  less  from  public  income  transfers  than  do  resi- 
dents of  nursing  homes.  On  the  basis  of  social  security,  SSI,  Medi- 
care, and  Medicaid  cash  and  in-kind  transfers,  HC  clients  received 
$439,  compared  to  $861  per  month  for  nursing  home  clients,  a 
difference  of  $422.  If  Title  XX  allocations  are  added  to  HC  benefit 
packages,  the  difference  drops  to  $252  per  month.  It  thus  appears 
that  horizontal  equity  is  not  achieved  in  the  allocation  of  services 
and  income  transfers  between  HC  and  nursing  home  service  recip- 
ients. Even  if  functional  incapacity  is  accounted  for,  the  differences 
between  the  two  groups  do  not  substantially  change.  Only  for  the 
very  impaired  HC  clients  are  the  benefits  comparable  to  those 
received  by  nursing  home  clients. 

The  GAO  Cleveland  Studies 

One  of  the  most  important  consequences  of  the  Pollak-Greenberg 
type  of  “break-even”  analysis  was  a series  of  studies  by  the  General 
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Accounting  Office  on  the  questions  of  death,  well-being,  HC,  and 
institutionalization  among  the  elderly  in  Cleveland,  Ohio.  The  GAO- 
Cleveland  studies  were  based  on  the  interviews  and  assessments  of 
over  1,600  people  over  65  years  of  age  in  Cleveland,  and  on  the 
analysis  of  the  effect  of  a number  of  Federally-assisted  programs  on 
their  health  and  well-being.2 

The  December  1977  study  focused  on  the  linkages  among  impair- 
ments, living  arrangements,  and  costs  of  home  care  versus  care  in 
institutions.  Five  sets  of  patient  characteristics  were  also  considered 
in  connection  with  impairment  and  costs:  (1)  social  circumstances, 
(2)  economic  level,  (3)  mental  condition,  (4)  physical  condition,  and 
(5)  level  of  ADL  functioning.  Average  usage  rates  of  services  were 
calculated  for  impairment  level,  and  costs  were  assigned  on  the 
basis  of  the  actual  costs  of  provision  from  agencies  and  of  imputed 
costs  of  family  support  at  the  same  rate  as  agency  costs.  Again, 
there  was  no  attempt  to  develop  total  social  costs,  that  is,  Doherty’s 
secondary  costs,  or  a full  spectrum  of  family  opportunity  costs. 

Among  the  major  findings  of  the  December  1977  GAO  study  were 
the  following: 

• Sixty  percent  of  the  extremely  impaired  live  in  the  community, 
not  in  institutions. 

• Families  and  friends  contribute  more  to  the  costs  of  long-term 
care  than  do  agencies. 

• Home  care  costs  are  greater  than  institutional  care  costs  for  the 
greatly  or  extremely  impaired. 

• Eighty-seven  percent  of  the  institutionalized  population  is  greatly 
or  extremely  impaired,  versus  only  14  percent  of  those  in  the 
community. 

• Families  and  friends  contribute  about  50  percent  of  the  costs  of 
care  at  all  levels  of  impairment  and  about  70  percent  of  the  costs 
of  care  of  the  most  impaired  living  in  the  community. 

• Institutional  care  is  cheaper  than  HC  for  only  10  percent  of  the 
impaired  population. 

The  methodological  emphasis  of  this  study  was  the  search  for  the 
break-even  point  between  the  costs  of  HC  and  those  of  nursing  home 
care.  In  the  GAO  study,  social  security  and  SSI  payments  were 
defined  as  offsets  (that  is,  they  reduced  costs)  against  nursing  home 
care  but  as  add-ons  for  HC.  Physician  costs  were  excluded  in  both 
cases.  Total  HC  costs  ranged  from  $63  per  month  for  the  least 
impaired  to  $845  per  month  for  the  most  impaired.  The  family  and 
friends’  share  rose  from  59  percent  of  the  total  for  the  least  impaired 
to  80  percent  for  the  most.  The  break-even  point  was  found  in  the 


2 The  parent  study  is  GAO,  April  19,  1977.  Also  see  GAO,  December  30, 
1977  and  September  20,  1979. 
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penultimate  level  of  impairment,  for  which  HC  costs  were  $407  per 
month,  of  which  the  family  was  estimated  to  pay  $287  and  public 
agencies,  $120.  Overall,  37  percent  of  the  extremely  impaired  were 
in  institutions. 

Notice  that  the  question  of  quality  of  care  was  not  explicitly 
addressed,  nor  was  the  impact  of  living  arrangements  linked  to  the 
cost  findings.  On  the  latter  issue,  it  was  pointed  out  that  few  institu- 
tionalized people  had  a spouse  or  lived  with  their  children  at  the 
time  of  admission  in  the  year-long  survey  period.  Of  the  217  greatly 
or  extremely  impaired  who  were  maintained  in  the  community  over 
the  year,  29  percent  were  married,  and  an  additional  25  percent  lived 
with  their  children.  GAO  concluded  that  the  most  likely  candidates 
for  institutionalization  were  the  31  percent  of  the  greatly  or  extremely 
impaired  who  lived  alone;  76  percent  would  enter  institutions.  These 
account  for  only  5 percent  of  the  non-institutionalized  persons  65 
and  over,  but  66  percent  of  the  institutionalized  are  from  this  group. 

Two  major  policy  recommendations  resulted  from  these  findings. 
First,  Congress  was  encouraged  to  proceed  with  training  programs 
under  welfare  reform  to  create  200,000  public  service  jobs  for  welfare 
recipients  to  help  the  sick  elderly  in  their  homes.  Second,  the  jobs 
should  focus  on  helping  the  sick  elderly  who  live  alone  and  have  no 
family  support. 

On  the  basis  of  its  analysis,  GAO  concluded  that  the  cost  of  major 
proposals  for  restructuring  HC  benefits  under  Medicare  and  Medicaid 
would  not  add  significantly  to  Federal  costs,  except  for  the  elimina- 
tion of  the  skilled  care  requirement  under  Parts  A and  B of  Medicare, 
which  might  add  $1.3  billion  yearly.  Removing  the  limits  on  numbers 
of  visits  and  the  prior  hospitalization  requirement  would  add  only 
$12.5  million  each  yearly.  Purging  the  homebound  requirement 
would  generate  only  $92.5  million  in  new  costs,  while  adding  home- 
maker/chore services  to  the  list  of  required  services  under  Medicaid 
would  account  for  only  $75  million. 

The  Willemain  Model 

Although  the  GAO  study  appears  to  have  addressed  the  central 
issues  of  family  circumstance  and  dependency  in  connection  with 
cost  comparisons  between  home  and  institutional  care,  its  method- 
ology and  recommendations  have  been  challenged  in  a paper  by 
Thomas  Willemain  (1980).  Willemain’s  critique  starts  with  the  method 
of  costing  for  establishing  the  break-even  point.  For  example,  he 
points  out  that  social  and  recreational  provisions  are  omitted  from 
family  costing  by  GAO  but  included  in  the  costs  of  agency  services. 
A total  social  cost  perspective  should  include  both.  Also,  family 
nursing  and  extraordinary  chore  services  are  quoted  at  the  agency 
rate,  ignoring  agency  economies  of  scale  (thus  possibly  inflating 
family  costs)  and  side-stepping  the  family  quality  advantages  (thus 
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deflating  family  contributions);  there  is  no  reason  to  assume  that 
these  factors  cancel  out.  He  also  points  out  that  both  HC  agency 
and  nursing  home  costs  are  set  at  the  Ohio  or  Cleveland  averages, 
although  service  costs  are  a function  of  client  impairment  levels  in 
both  types  of  care.  In  fact,  this  is  one  of  the  major  analytical  and 
empirical  questions  now  at  issue.  Willemain  also  notes  that  there  is 
no  reason  for  the  asymmetrical  treatment  of  social  security  and  SSI 
payments  with  respect  to  HC  (added  to  costs)  and  nursing  homes 
(deducted).  Additionally,  he  finds  no  justification  for  omitting  physi- 
cian costs  from  either  cost  calculation,  since  even  the  Medicaid 
regulations  (1974)  required  more  doctor  visits  for  patients  in  ICFs 
(7.5  yearly)  and  SNFs  (12.9  yearly)  than  for  elderly  in  the  community 
(6-7).  These  criticisms  on  the  costing  side,  most  of  which  appear 
justified,  evoke  considerable  caution  in  using  the  GAO  cost  compari- 
sons as  bases  for  policy  or  as  sources  of  data. 

The  major  Willemain  criticism,  however,  and  one  which  leads  to 
some  important  new  analytical  and  policy  perspectives,  concerns 
GAO’s  conclusions  about  risk  of  institutionalization.  Noting  that  the 
merging  of  the  Duke/Durham  and  Cleveland  data  sets  to  link  impair- 
# ment,  institutionalization,  and  living  arrangements  is  suspect  because 
of  lack  of  comparative  information  on  nursing  home  bed  supply, 
Willemain  points  out  that  living  alone  is  not  identical  to  living  in 
isolation.  Therefore,  it  may  not  be  valid  to  assume  that  high  impair- 
ment level  and  living  alone  together  raise  the  risk  of  institution- 
alization, unless  additional  analysis  of  these  factors  separately,  and 
then  together,  definitely  show  this  to  be  the  case.  On  statistical 
grounds  as  well,  the  small  number  of  persons  institutionalized  during 
the  study  year  does  not  warrant  inferences  about  living/impairment 
state  and  institutionalization.  Lastly,  Willemain  questions  the  merg- 
ing of  the  two  highest  impairment  rates  as  a single  impairment 
measure  because  the  extremely  impaired  have  significantly  higher 
service  needs. 

These  criticisms  greatly  weaken  the  base  for  the  GAO  recommen- 
dation about  creating  jobs  to  provide  service  to  the  sick  elderly 
living  alone.  Certainly,  the  assumption  that  families  will  withdraw 
their  support  if  their  dependent  elderly  get  additional  public  support 
must  be  independently  tested  as  a basis  for  such  a policy  recom- 
mendation. A longitudinal  study  might  be  the  best  approach  to  this 
type  of  analysis,  but  even  with  existing  cross-sectional  data,  one 
should  be  able  to  determine  if,  within  each  type  of  living  arrange- 
ment and  at  each  level  of  impairment,  increased  public  support  is 
correlated  with  decreased  (or  the  same  or  even  increased)  levels  of 
private  (family)  support.  As  a matter  of  fact,  the  GAO  data  appear 
to  indicate  that  private  support  increased  much  more  rapidly  with 
level  of  impairment  than  did  public  support.  Willemain  concludes 
that  if  the  objective  of  increasing  HC  resources  is  to  maximize  the 
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number  of  nursing  home  admissions  saved  per  unit  of  HC  resources, 
the  best  way  to  do  this  may  not  be  to  focus  on  the  patient  group 
with  the  greatest  risk  of  admission  (the  highly  impaired  living  alone) 
but  rather  on  some  other  group.  This  observation  leads  him  to 
develop  a model  to  select  potential  clients  of  an  HC  system,  one 
which  presumably  avoids  a trap  which  caught  the  GAO  analysis: 
the  fact  that  the  GAO  model  linked  impairment,  family  support,  and 
public  HC  with  the  break-even  point  analysis  but  failed  to  consider 
public  and  family  HC  supply  or  nursing  home  bed  supply  in  linking 
impairment  and  institutionalization.  In  the  accompanying  diagram 
(Figure  IX-7),  the  GAO’s  links  to  institutionalization  are  made  without 
considering  the  level  of  HC  supply  or  nursing  home  bed  supply,  so 
the  system  is  indeterminate. 

Assuming  that  the  goal  of  HC  and  LTC  policy  is  to  prevent  institu- 
tionalization, one  should  target  HC  services  to  those  individuals  for 
whom  there  is  the  greatest  probability  of  remaining  in  the  com- 
munity. The  corresponding  model  is  based  on  the  assumption  that 
everyone  faces  a risk  of  institutionalization,  R,  positively  related  to 
level  of  impairment,  I,  and  negatively  related  to  availability  of  HC,  H. 
Thus, 

R = R (I,  H ) (1) 

The  probability  that  an  individual  with  risk  m R will  be  in  the 
community  in  one  year  can  be  denoted  as  P{R)  = exp (-R)  since  it 
can  be  shown  that  a constant  risk  of  institutionalization  is  exponen- 
tially related  to  such  a probability.  The  object  of  a policy  of  targeting 
HC  is  to  maximize  the  value  of  P,  that  is,  the  change  (presumably 
positive)  in  the  probability  of  keeping  someone  in  the  community. 
If  the  inverse  relationship  between  R and  P, 

P(fl)  = exp(-fl)  (2) 

is  plotted  on  a graph,  a unit  reduction  in  R for  a high-risk  individual 
will  produce  a smaller  improvement  in  P than  will  a unit  reduction 
in  risk  for  a low-risk  individual.  (See  Figure  IX-8.)  On  the  face  of  it, 
this  graphical  result  appears  to  run  counter  to  the  GAO  recom- 
mendations. 

To  return  to  the  mainstream  of  the  argument,  R can  be  changed 
by  / or  H (availability  of  HC),  and  P can  be  changed  by  changing  R. 
A reduction  in  R will  produce  an  increase  in  P,  the  chance  of  staying 
in  the  community.  Thus,  for  a given  R, 

A P = exp  [-(/?  + a R)]  - exp  (fl),  which  becomes  (3) 

AP  «=*  exp  (-R)  Afi  for  small  Afl  (4) 

The  change  in  risk,  a R,  will  depend  on  the  increase  in  HC,  a H, 

which,  on  the  grounds  of  diminishing  returns  or  scale  economies, 
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FIGURE  IX-7 

Conceptual  Model  Linking  Home  Care  to  Institutionalization 
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Source:  Taken  from  Willemain,  Thomas,  "Beyond  the  GAO  Cleveland  Study:  Client  Selection  for  Home 
Care  Services,"  p.  13 
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FIGURE  IX-8 


Risk  of  Institutionalization 

Source:  Wlllamaln,  Thomas,  op.  cl!.,  p.  15 


384 


may  depend  on  the  pro  level  of  HC.  Of  course,  since  R is  a joint 
function  of  / and  H,  the  level  of  impairment  is  crucial  also,  and  the 
elasticity  of  R with  respect  to  / must  be  considered. 

Given  the  links  between  P and  R,  it  is  now  necessary  to  consider 
the  nature  of  the  risk  function,  R.  Willemain,  working  from  the 
previous  discussions  on  the  effectiveness  of  HC,  argues  that  the  risk 
function  should  show  that  risk  increases  with  impairment,  that  risk 
decreases  with  HC,  that  R should  reflect  either  economies  or  dis- 
economies of  scale  or  some  threshold  effect  (there  may  be  a neces- 
sary minimum  amount  of  supply  for  HC  to  be  effective),  and  that  the 
elasticity  of  effect  with  respect  to  impairment  may  moderate  the 
impact  of  HC  on  R.  Such  a function  might  look  like  this: 

R = /(I  laW)-i  (5) 

/ and  H reflect  client  characteristics;  a and  b pertain  to  the  effective- 
ness of  HC. 

The  parameter,  a,  shows  the  effects  of  impairment,  such  that  if 
0 < a < 1,  HC  has  a greater  impact  on  the  less  impaired.  If  a > 1, 
the  more  impaired  will  benefit  more  from  HC.  Production  processes 
are  reflected  in  b,  such  that  if  0 < b < 1,  there  are  decreasing  re- 
turns to  scale.  If  b ;>  1 , there  may  be  a threshold  effect,  increasing  as 
b increases.  Figure  IX— 9 shows  this  property. 

This  formulation  permits  the  linking  of  the  change  in  the  proba- 
bility of  remaining  in  the  community  to  the  change  in  HC  via  the 
determination  of  R.  The  expression  for  change  in  probability,  given 
the  introduction  of  new  HC,  is 

AP„et0  = / exp  (—1)  a' (AW)6  (6) 

Maximizing  this  expression  with  respect  to  the  level  of  impairment, 
/,  produces 

/*  = (1-logea)-i  (7) 

as  the  level  of  impairment  yielding  the  highest  value  of  A Pnew.  This 
expression  indicates  that  the  effect  of  HC  crucially  depends  on  the 
elasticity  of  response  with  respect  to  impairment,  denoted  by  /. 
Note  that  a client  may  be  too  much  or  too  little  impaired  for  efficient 
targeting.  Willemain,  however,  believes  it  unlikely  that  a home  care 
agency’s  pool  of  possible  clients  would  contain  many  individuals 
too  impaired  to  be  selected.  The  implication  of  these  manipulations 
is  that  patients  should  be  selected  on  the  basis  of  their  impairment 
level’s  response  to  the  use  of  HC. 

For  clients  already  receiving  services,  (“old”  clients), 

A Pold  = la 1 bH»-'  (1  + aW)-2  exp  [(-/)(1  + aW)-1]  A#  (8) 

Again,  the  best  targeting  is  on  the  client’s  impairment  level,  /*,  and 
current  HC  level,  H*,  which  maximize  the  value  of  equation  (8). 
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Again,  the  values  of  parameters  a and  b are  crucial.  This  formulation 
appears  to  provide  important  guidance  on  the  choice  of  individuals 
to  receive  increases  in  HC.  Specifically,  clients  should  be  chosen  on 
the  basis  of  the  links  between  impairment  level  and  responsiveness 
to  services.  Also,  the  nature  of  the  returns  to  scale  in  the  production 
process  must  be  considered,  particularly  if  there  is  a question  of 
increasing  services  to  old  patients  or  starting  services  for  new 
patients. 

Obviously,  this  approach  is  in  its  initial  phases.  Empirical  work 
is  needed  to  determine  values  for  a and  b,  at  the  same  time  that  the 
most  appropriate  form  for  R must  be  found.  Equation  (5)  merely 
represents  a convenient  form  which  Willemain  asserted.  In  addition, 
as  Willemain  emphasizes,  choosing  a most  appropriate  candidate 
for  services  is  not  the  same  as  choosing  a most  appropriate  group, 
often  the  crux  of  policy  debate. 

Although  this  analysis  does  not  necessarily  support  the  proposition 
that  those  most  at  risk  of  institutionalization  are  the  most  suitable 
targets  for  an  HC  program,  other  factors  may  make  the  highest  risk 
group  the  most  politically  attractive.  Among  these  are  the  number 
of  clients  in  each  disability  or  risk  group  who  must  share  increases 
in  support,  the  elasticity  of  family  provision  with  respect  to  public 
HC  provision,  and  the  political  strength  of  groups  with  differing 
impairment  levels.  In  light  of  these  considerations,  a smaller  group 
with  a better  base  of  political  support  may  appear  more  able  to 
produce  politically-preferred  (in  the  sense  of  more  closely  attuned 
to  public  preferences)  sets  of  clients.  (They  may  not,  however, 
correspond  with  professional  assessments  of  “need”  in  the  com- 
munity.) In  any  event,  as  Willemain  points  out,  the  fact  that  the 
more  impaired  tend  to  have  higher  ratios  of  family  support  to  public 
support  than  do  the  less  impaired  may  make  them  an  attractive 
target.  They  may  also  accommodate  policymakers’  desires  to  avoid 
funding  seemingly  limitless  amounts  of  care  for  mildly-impaired 
groups  (“maid  service”  for  the  frail).  The  major  problem  in  targeting 
so  closely  may  lie  in  equity  considerations,  especially  if  a number 
of  similarly  impaired  groups  differ  mainly  in  the  amount  of  political 
clout  they  can  muster. 

Willemain’s  analysis  clearly  leads  to  the  realization,  implicit  in 
much  of  what  has  been  discussed  before,  that  much  research  is 
needed  on  alternative  policies  and  procedures  for  targeting  existing 
and/or  increased  HC  benefits.  This  research  demands  strong  analyt- 
ical work  on  the  costs,  effects,  outcomes,  and  politics  of  serving 
existing  and  new  groups  of  clients. 
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Chapter  X 

The  Significance  of  Housing  as  a Resource 

by  Steven  G.  Thomas 


This  chapter  analyzes  the  significance  of  housing  as  a resource  of 
long-term  care.  It  begins  with  a review  of  how  and  under  what  con- 
ditions the  elderly  are  housed  and  then  summarizes  the  major 
housing  problems  of  the  dependent  elderly.  It  continues  with  an 
examination  of  the  housing  policy  objectives  and  programs  initiated 
by  the  Federal  government  to  assist  the  elderly.  Finally,  the  govern- 
ment’s housing  efforts  are  evaluated  according  to  how  well  the  pro- 
grams serve  the  chronically  ill  or  functionally  disabled  older  person. 
Complementing  this  final  evaluation  are  recommendations  for  im- 
proving the  range  and  quality  of  housing  options  for  the  frail  and 
impaired  elderly. 

Overview 


How  are  the  Elderly  Housed? 

“Housing  is  a major  variable  physically,  socially,  and  psychologi- 
cally, in  the  lives  of  older  people.  It  is  an  integral  part  of  the  trinity 
that  perks  up  one’s  quality  of  living,  the  other  two  being  sufficient 
income  and  good  health”  (U.S.  Senate,  Special  Committee  on  Aging, 
1980). 

To  fully  appreciate  the  significance  of  housing  and  its  relationship 
to  long-term  care,  we  must  first  review  the  characteristics  of  the 
chronically  impaired  elderly.  This  overview  is  a useful  introduction 
to  a more  detailed  analysis  of  how  housing  may  affect  the  life  of  a 
dependent  or  frail  elderly  person. 

Several  national  surveys  have  attempted  to  estimate  the  size  and 
physical  condition  of  the  dependent  elderly  population.  In  1975,  the 
National  Survey  of  the  Aged  (Shanas,  1977)  reported  that  the  propor- 
tion of  non-institutionalized  elderly  who  were  bedfast  and  house- 
bound at  home  was  greater  than  the  proportion  of  older  persons  in 
institutions  of  all  kinds:  10  out  of  every  100  older  persons  surveyed 
were  bedfast  or  homebound.  Fourteen  percent  of  the  non-institution- 
alized  sample  group  were  restricted  in  their  mobility.  (Restricted 
mobility  was  defined  as  bedfast,  housebound,  or  experiencing  diffi- 
culty in  going  outdoors.) 

In  1976,  a National  Center  for  Health  Statistics  survey  found  that 
45  percent  of  all  elderly  were  limited  in  their  activities  due  to  chronic 
conditions.  A Congressional  Budget  Office  (CBO)  report  in  1977 
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estimated  that  between  11.8  percent  and  16.8  percent  of  the  elderly 
population  was  functionally  disabled. 

Finally,  it  is  important  to  review  the  results  from  a 1976  housing 
survey  conducted  by  the  U.S.  Department  of  Housing  and  Urban 
Development  (HUD,  1979)  to  gain  a perspective  on  how  the  elderly 
are  housed.  The  major  flaw  in  this  survey  is  that  the  data  do  not 
describe  how  all  of  the  nation’s  elderly  are  housed.  HUD  only 
surveys  households  (one  or  more  people  living  together)  which  are 
“headed”  by  people  65  or  older.  The  data  do  not  account  for  the 
elderly  men  and  women  living  in  households  headed  by  someone 
younger  than  65.  Nor  do  they  include  the  elderly  who  reside  in 
nursing  homes,  hospitals,  or  various  types  of  group  quarters.  The 
implications  of  these  incomplete  data  and  the  need  for  more  exten- 
sive research  will  be  discussed  later. 

Nonetheless,  this  product  contains,  to  quote  HUD,  “the  most 
complete  and  detailed  housing  data  available.”  These  results  pro- 
vide a framework  within  which  a more  comprehensive  understanding 
of  the  specific  housing  needs  and  characteristics  of  the  dependent 
elderly  can  be  developed  in  the  future. 

Total  Households  and  Ownership 

• 14.8  million  households  (20  percent  of  all  households)  are 
headed  by  a person  65  years  or  older. 

• 10.9  million  heads  of  households,  out  of  the  14.8  million  (71  per- 
cent of  elderly  households),  own  their  homes;  ownership  is 
highest  for  couples  (83  percent)  and  lowest  for  men  living  alone 
(52  percent). 

Types  of  Housing 

• 4.1  million  (28  percent  of  elderly  households)  live  in  structures 
that  have  two  or  more  housing  units  (for  example,  multi-family 
dwellings). 

• 729,000  (5  percent  of  elderly  households)  live  in  mobile  homes. 

• 76,000  (less  than  1 percent  of  elderly  households)  live  in  hotels 
or  rooming  houses. 

Household  Composition 

• 6.7  million  households  (45  percent  of  all  elderly  households) 
consist  of  two  people  headed  by  a male  65  years  or  older. 

• 465,000  households  (3  percent  of  the  elderly  households)  consist 
of  families  where  the  wife  is  absent. 

• 1.4  million  (9  percent  of  the  elderly  households)  consist  of  fami- 
lies where  the  husband  is  absent. 

• 1.4  million  (10  percent  of  the  elderly  households)  consist  of  men 
living  alone. 

• 4.9  million  (33  per  cent  of  all  elderly  households)  are  composed 
of  women  living  alone. 
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Location 

• 63  percent  of  all  elderly  households  reside  in  Standard  Metro- 
politan Statistical  Areas  (SMSAs),  and  they  are  concentrated 
primarily  within  inner  cities. 

• 37  percent  live  in  non-SMSA  areas. 

As  will  be  shown,  these  characteristics  relate  intimately  to  the 
satisfaction  of  an  older  person’s  needs  and  requirements  for  some 
form  of  long-term  care.  Moreover,  the  results  from  these  and  future 
surveys  are  essential  to  guide  the  planning  and  operation  of  quality 
long-term  care  housing  programs. 

The  Ideal:  Appropriate  and  Adequate  Housing 

Housing  conditions  and  services  can  have  a dramatic  impact  on 
an  older  person’s  ability  to  cope  with  a chronic  illness  or  disability. 
Consequently,  the  impaired  or  dependent  elderly  are  vulnerable  to 
the  housing  environment  in  which  they  must  live.  The  most  common 
housing  problems  experienced  by  a chronically  disabled,  elderly 
person  are  the  result  of  an  inadequate  or  inappropriate  setting. 

“Adequate”  housing  means  that  the  structure  and  other  physical 
characteristics  of  a dwelling  are  conducive  to  a healthy  lifestyle. 
Some  of  the  common  defects  found  within  an  inadequate  housing 
unit  are  a faulty  heating  unit,  a broken-down  or  incomplete  plumbing 
system,  and  structural  flaws  resulting  from  lack  of  repair  and  main- 
tenance. These  and  other  inadequate  housing  conditions  may  worsen 
the  dependent  status  of  a chronically  disabled,  elderly  person.  Fur- 
thermore, flawed  physical  conditions  may  actually  create  dependency 
and  thus  a need  for  institutional  long-term  care. 

“Appropriateness”  refers  to  the  level  of  support  services  provided 
(if  any)  and  the  size,  design,  and  location  of  the  housing  unit.  For 
example,  most  elderly  are  homeowners,  but  the  size  and  architectural 
features  of  some  homes  prevent  chronically  disabled,  older  people 
from  managing  and  maintaining  their  residences  properly.  Or  an 
elderly  person  may  be  living  in  a nursing  home  receiving  skilled 
nursing  care  when  his  or  her  level  of  impairment  and  mental  capacity 
would  permit  a more  independent  setting. 

Whatever  the  setting  (private  home,  boarding  home,  nursing  home, 
etc.),  the  crucial  factor  is  whether  the  nature  of  the  dwelling  and  the 
services  offered  (if  any)  are  appropriate  for  the  level  of  care  required 
by  a dependent,  elderly  person.  Every  functionally  limited,  older 
person  needs  a certain  combination  of  housing  and  services.  The 
difficult  policy  and  program  task  is  to  provide  appropriate  levels  of 
housing  and/or  services  to  match  the  diverse  needs  of  a dependent 
population. 

Although  difficult  to  separate,  the  terms  adequate  and  appropriate 
must  be  distinguished.  Long-term  care  theory  and  policy  must  be 
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concerned  with  the  physical  adequacy  of  a dwelling  as  well  as  the 
appropriateness  of  the  setting.  Unless  a sensitive  understanding  is 
developed  and  maintained,  every  long-term  care  housing  strategy 
will  be  misdirected. 

Major  Housing  Problems  Confronting  the 
Dependent  Elderly 

Limited  Income 

Income  status  usually  determines  whether  dependent  older  people 
are  able  to  locate,  maintain,  or  continue  living  in  adequate  and 
appropriate  housing.  The  HUD  housing  survey  found  that,  compared 
with  other  age  groups,  the  average  elderly  person  must  pay  a larger 
proportion  of  his  or  her  income  for  housing.  More  importantly,  “The 
need  for  adequate  income  is  perhaps  the  most  critical  problem  con- 
fronting the  aging  population  of  the  United  States  . . . older  persons’ 
economic  insecurity  is  a problem  that  permeates  all  other  dimensions 
of  existence”  (Binstock,  1979). 

The  functionally  disabled  elderly  are  especially  vulnerable  to  the 
relationship  between  income  and  housing.  Many  dependent  older 
people  must  endure  larger  health  care  costs  than  the  average  elderly 
person  because  of  chronic  ailments.  Also,  some  of  the  chronically 
disabled  require  a unique  combination  of  housing  and  services.  Such 
a setting  is  usually  more  expensive  than  a normal  rental  or  housing 
unit  on  the  market. 

This  brief  review  examines  the  income  status  of  all  the  elderly. 
Unfortunately,  there  are  no  data  which  describe  the  economic  status 
of  dependent  older  people.  Yet,  this  overview  illustrates  the  crucial 
interdependence  between  older  people’s  incomes  and  the  quality  of 
their  living  environments. 

Housing  costs  absorb  a disproportionate  amount  of  an  older 
person’s  income,  and  in  1979  an  elderly  person’s  income  was  (on  the 
average)  50  percent  less  than  that  of  a non-elderly  person.  In  1978, 
the  median  annual  income  for  families  headed  by  a person  65  years 
or  older  (8.5  million  families)  was  $10,141.  This  is  about  52  percent 
of  the  median  income  for  families  with  younger  household  heads. 
The  7.6  million  older  persons  who  were  either  living  alone  or  with 
non-relatives  in  1978  had  a median  income  of  $4,303,  compared 
with  $8,530  for  the  similar  group  under  65  (U.S.  Senate,  Special 
Commitee  on  Aging,  1980). 

Moreover,  elderly  low  income  is  often  at  the  poverty  level.  In  1978, 
3.2  million  elderly,  or  14  percent  of  the  65  plus  population,  were  poor 
according  to  the  poverty  definition.  In  comparison,  24.5  million  per- 
sons of  all  ages  (11.4  percent  of  the  total  population)  were  below 
this  poverty  threshold.  However,  the  person  who  developed  that 
index,  Mollie  Orshansky,  has  recently  revamped  it  to  reflect  current 
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conditions.  The  estimates  are  that  8.7  million  elderly,  or  36  percent 
of  the  aged,  are  currently  living  below  the  revised  poverty  line 
(Binstock,  1979). 

A complete  review  of  the  income  status  of  the  elderly  must  recog- 
nize the  important  role  assets  play  in  supplementing  an  older  per- 
son’s income.  Assets  accounted  for  18  percent  of  the  aggregate 
income  for  all  elderly  (those  65  or  older)  in  1976.  In  the  same  year, 
56  percent  of  all  the  elderly  received  a median  income  of  $870  from 
assets.  By  far  the  most  valuable,  non-liquid  asset  for  most  elderly 
is  equity  in  their  homes.  Home  ownership  can  provide  both  direct 
and  indirect  income  benefits.  Since  most  elderly  have  their  mort- 
gages paid  off,  they  are  able  to  live  in  a rent-free  dwelling.  Cash  can 
be  generated  by  renting  a portion  of  the  home,  selling  the  home, 
or  borrowing  against  its  appraised  value.  Income  can  also  be  gen- 
erated through  income  tax  deductions  for  property  taxes  and  mort- 
gage interest  payments. 

For  some  of  these  home  equity  assets  to  be  taken  advantage  of,  the 
house  must  be  sold  and  replaced  by  less  expensive,  suitable  quarters. 
Many  elderly  people,  however,  have  a psychological  attachment  to 
their  homes  which,  in  terms  of  health  and  well-being,  may  outweigh 
its  cash  value.  Also,  the  major  portion  of  an  elderly  homeowner’s 
assets  are  in  a form  that  is  difficult  to  use. 

The  Absence  of  a Housing  Continuum 

Another  housing  problem  experienced  by  the  chronically  ill  or 
disabled  elderly  is  the  absence  of  a variety  of  appropriate  housing 
environments.  Within  the  current  housing  market,  the  dependent 
elderly  usually  confront  two  housing  options:  one,  a totally  inde- 
pendent unit  which  must  be  maintained  by  the  renter  or  owner  or 
two,  an  institutional  setting.  The  alternatives  are  very  limited  or  non- 
existent for  the  frail  or  chronically  disabled  older  person  who  requires 
a combination  of  adequate  housing  within  an  appropriate  setting 
or  facility. 

Since  the  “housing  continuum”  concept  is  playing  an  increasingly 
important  role  as  a guide  for  future  elderly  housing  policy,  it  is  useful 
to  review  several  formulations  of  this  ideal. 

At  the  1971  White  House  Conference  on  Aging,  delegates  called 
for  a national  statement  of  goals  on  the  provision  of  a spectrum  of 
housing  for  the  elderly.  Included  in  this  spectrum  were: 

• long-term  care  facilities  for  the  sick, 

• facilities  with  limited  medical  care  and  food  and  homemaker 
services  for  those  who  needed  continual  supervision  and  as- 
sistance, 

• congregate  housing  with  food  and  personal  services  for  those 
who  require  some  assistance  but  who  only  need  routine  medical 
care,  and 
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• housing  for  independent  living  with  recreational  and  program 
activities  provided. 

More  recently,  HUD  officials  have  recognized  the  need  for  a spec- 
trum of  facilities,  but  they  say  that  such  a concept  has  not  material- 
ized because  of  the  conflicting  perceptions  held  by  HUD  and  the 
Department  of  Health  and  Human  Services  (HHS).  As  a result,  the 
housing  and  personal  needs  of  the  elderly  person  tend  to  be  provided 
in  a rigid,  uncoordinated  manner.  HUD  uses  an  “aging  spectrum” 
to  show  how  the  two  agencies  view  the  needs  of  the  elderly  differ- 
ently. (See  Figures  X-1  and  X-2.)  At  the  “younger”  end  of  the  spec- 
trum (60  to  70)  a person’s  housing  needs  are  primary,  and  HUD 
is  attempting  to  provide  the  necessary  assistance.  HHS,  however, 
(according  to  HUD)  begins  with  medical  and  social  assumptions 
which  usually  result  in  the  provision  of  institutional  and/or  acute 
medical  care.  Finally,  in  the  middle  of  this  spectrum  lies  a gap  where 
the  social,  personal,  and  housing  needs  of  the  elderly,  especially  the 
dependent  elderly,  are  unmet  by  any  type  of  institution.  Ideally,  to 
minimize  this  gap,  housing  solutions  must  incorporate  social  service 
assumptions  rather  than  medical  assumptions.  This  includes  con- 
gregate housing  and  dining,  group  residential  facilities,  and  home- 
maker and  personal  care  services. 

From  HHS’  perspective,  the  Health  Care  Financing  Administra- 
tion’s (HCFA’s)  Task  Force  on  Long-Term  Care  has  also  developed 
an  ideal  range,  or  continuum,  of  settings  for  long-term  care.  In 
this  Department’s  view,  the  setting  in  which  long-term  care  services 
might  be  delivered  is  among  the  most  important  issues  in  long-term 
care  policy.  Aside  from  developing  a setting  which  is  most  beneficial 
to  the  needs  of  the  individual,  the  following  issues  must  also  be 
considered: 

• cost-effectiveness  of  service  delivery  in  alternative  settings, 

• mechanisms  for  quality  assurance  appropriate  for  various 
settings, 

• alternative  uses  of  personnel  in  the  different  settings,  and 

• evaluation  of  the  real  range  of  alternatives  available  at  a 
particular  time  in  a particular  place,  and  the  cost  of  those 
alternatives. 

Functioning  Within  a Private  Home 

HUD’s  1976  survey  found  that  the  rate  of  physical  deficiencies  or 
inadequate  conditions  for  housing  for  the  elderly  was  comparable  to 
that  of  the  total  household  population.  However,  even  though 
90  percent  of  housing  for  the  elderly  was  deemed  adequate,  47  per- 
cent of  all  elderly  households  lived  in  housing  built  before  1940,  and 
almost  60  percent  of  the  older  households  lived  in  structures  built 
before  1950.  In  comparison,  30  percent  of  the  younger  households 
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FIGURE  X-1 

Different  Agency  Perceptions: 
HUD  vs.  HHS 


Source:  Morton  Leeds 

Congregate  Services  Division 

Department  ot  Housing  and  Urban  Development  (1980) 
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FIGURE  X-2 

Changing  Needs  with  Increasing 
Age  and  Disability 


Increasing  Age  and  Disability  ► 


Source:  U.S.  Department  of  Urban  Development,  Challenge,  Vol.  X,  No.  8,  August  1979 


lived  in  units  built  before  1940,  and  40  percent  lived  in  housing  built 
before  1950. 

These  statistics  are  significant  because  the  age  of  a housing  unit 
can  create  a variety  of  problems  for  a dependent  older  person.  An 
Urban  Institute  report  (Lee,  1980)  found  that  the  rate  of  housing 
inadequacy  increases  substantially  with  the  age  of  the  structure. 
Consequently,  since  many  elderly  households  live  in  older  units,  it  is 
likely  that  they  will  experience  a variety  of  maintenance  and  repair 
problems.  And  yet,  for  some  elderly  with  chronic  disabilities  and/or 
modest  income,  their  ability  to  contend  with  maintenance  and  care- 
taking chores  is  limited. 

In  addition,  a large  number  of  elderly  homeowners  may  be  “over- 
housed.” (Overhousing  is  a condition  of  having  an  excess  or  inappro- 
priate amount  of  living  space.)  As  family  members  mature  and 
leave  their  homes,  parents  may  find  that  they  have  more  space  than 
they  desire.  This  situation  of  having  excess  room  often  requires  extra 
housekeeping  and  maintenance  work.  Over  time,  the  older  person’s 
ability,  physically  and  financially,  to  preserve  an  adequate  living 
environment  diminishes.  For  the  functionally  disabled  elderly  it  is 
especially  difficult  to  cope  with  a chronic  condition  within  an  in- 
appropriate setting.  Architectural  features  such  as  stairs  may  impair 
the  ability  of  dependent,  older  people  to  live  and  manage  in  their 
own  homes. 


Limited  Availability  of  Rental  Housing 

For  those  dependent  elderly  who  are  unable  to  adequately  main- 
tain their  own  homes,  the  practical  solution  may  be  to  move  into  a 
smaller  rental  unit.  According  to  the  Bureau  of  Census,  however,  in 
1979  the  vacancy  rate  for  rental  housing  dropped  to  its  lowest  point 
in  recorded  history.  By  March  1979,  the  rate  had  dropped  to  4.8  per- 
cent nationwide  for  average-size  dwellings  (U.S.  Senate,  Special 
Committee  on  Aging,  1980).  The  higher  costs  of  construction,  con- 
version, and  abandonment  of  buildings  have  contributed  to  the 
scarcity  of  rental  units. 

Within  this  tight  rental  market,  the  functionally  disabled  older  per- 
son is  hard-pressed  to  find  appropriate,  affordable  units.  Many  frail 
or  chronically  ill  elderly  people  are  unable  to  compete  with  younger 
persons  because  of  their  limited  mobility  and  income.  Furthermore, 
an  extremely  low  occupancy  rate  hinders  the  development  of  alter- 
native housing  settings,  because  the  construction  industry  turns  to 
more  lucrative  housing  ventures. 

The  Poor  Condition  of  Small  Community  and  Rural  Housing 

The  housing  problems  experienced  by  the  chronically  impaired 
rural  elderly  are  potentially  more  severe  than  what  an  older  person 
in  an  urban  area  may  confront.  Thirty-eight  percent  (8.4  million)  of 
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all  elderly  persons  reside  in  non-SMSA  areas  (U.S.  Senate,  Special 
Committee  on  Aging,  1980).  In  1979,  the  greatest  incidence  of 
poverty  among  the  aged  was  in  rural  areas.  Also,  60  percent  of  the 
nation’s  substandard  housing  is  located  in  rural  America,  with  about 
25  percent  of  these  units  occupied  by  an  older  individual  (U.S. 
Senate,  Special  Committee  on  Aging,  1980).  Finally,  more  than 
50  percent  of  the  rural  elderly  live  in  homes  that  were  built  prior 
to  1915. 

For  the  chronically  ill  and  immobile,  these  features  of  rural  housing 
and  rural  life  can  be  very  frustrating.  Very  old  homes  in  need  of 
repair  and  with  too  much  space,  a scarce  supply  of  appropriate, 
alternative  housing  settings,  and  the  isolated  lifestyle  of  rural  living 
can  have  a devastating  effect  on  the  well-being  of  a dependent  older 
person.  As  policymakers  consider  developing  a spectrum  of  housing, 
it  is  essential  that  they  be  sensitive  to  the  special  circumstances  of 
the  dependent  rural  elderly. 

Deficient  and  Misleading  Housing  Terminology 

The  development  of  alternative  long-term  care  settings  has  been 
stifled  by  the  confusing  and  misconstrued  terms  used  to  define  vari- 
ous housing/care  arrangements.  “Conceivably,  in  different  states, 
the  terms  nursing  home,  proprietary  home,  foster  home,  or  senior 
residential  facility  could  be  defined  differently  . . . Varying  ter- 
minology may  be  used  to  describe  similar  facilities,  and  the  same 
terminology  may  be  used  to  describe  varying  facilities”  (Kerschner 
and  Cote,  1979).  This  poorly  defined  classification  system  of 
housing  creates  a number  of  problems  for  the  chronically  impaired 
elderly. 

First,  the  amount  of  income  assistance  that  a dependent  elderly 
person  may  receive  is  partly  determined  by  the  classification  of  his 
or  her  housing/care  facility.  Stipulations  concerning  housing  ar- 
rangements are  incorporated  into  the  eligibility  requirements  of  the 
Supplemental  Security  Income  program.  Furthermore,  the  distribu- 
tion of  Medicare  and  Medicaid  funds  is  contingent  on  the  type  of 
setting  in  which  the  long-term  care  is  provided.  For  example,  income 
eligibility  levels  under  Medicaid  may  be  higher  if  a person  is  in  a 
nursing  home  than  in  his  or  her  own  home,  receiving  home  health 
care. 

Secondly,  a confusing  array  of  housing  terms  makes  it  difficult  for 
a dependent  person  to  search  for  and  select  a suitable  dwelling. 
Without  a uniform  classification  of  housing  types  and  settings,  many 
frail  and  impaired  older  people  must  expend  precious  amounts  of 
physical  and  emotional  energy  locating  an  appropriate  unit.  Until 
housing  concepts  are  accurately  reflected  in  standard  terms,  the 
chronically  disabled  elderly  will  continue  to  struggle  with  locating 
and  choosing  an  adequate  and  appropriate  setting. 
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Finally,  the  lack  of  a coherent  and  detailed  housing  terminology 
leads  to  ineffective  and  unresponsive  long-term  care  policy.  With- 
out a clear  set  of  terms,  officials  are  unable  to  develop  the  precise 
understanding  which  is  needed  to  debate  and  formulate  future  policy 
initiatives.  Also,  the  policy-making  arena  requires  more  quality 
research  concerning  the  housing  needs  of  the  dependent  elderly. 
(This  need  for  more  research  will  be  discussed  in  more  detail  later 
in  this  chapter.)  But  for  the  research  to  have  any  value,  a standard 
criterion  for  housing  settings  must  be  adopted  so  that  comparability 
across  studies  can  be  enhanced. 

The  Federal  Perspective 

The  public  sector,  especially  the  Federal  government,  has  become 
an  important  provider  of  housing  for  the  functionally  disabled  elderly. 
Through  a variety  of  direct  subsidies  and  loan  programs,  the  govern- 
ment has  been  able  to  influence  the  type  and  amount  of  housing 
supplied.  In  addition,  other  Federal  program  efforts,  such  as  income 
maintenance,  play  a critical  role  in  determining  an  impaired  elderly 
person’s  ability  to  acquire  both  adequate  and  appropriate  housing. 
Because  of  the  government’s  prominent  role,  it  is  necessary  to  review 
federal  housing  initiatives  and  determine  the  effect  of  these  gov- 
ernment programs  on  the  development  of  alternative  housing/service 
arrangements. 

The  Most  Significant  Federal  Housing  Programs  for  the  Elderly 

Six  programs  will  be  examined  to  determine  how  they  reflect  the 
government’s  understanding  of  the  housing  problems  confronting 
' the  dependent  elderly.  Also,  the  Federal  policy  objectives  for 
housing  the  elderly,  as  exhibited  through  current  program  efforts,  will 
be  reviewed.  Lastly,  these  six  housing  programs  will  be  evaluated 
according  to  how  well  they  reflect  a Federal  appreciation  for  the 
relationship  between  elderly  housing  and  long-term  care  require- 
ments. The  first  four  programs  to  be  examined  are  significant 
because  they  have  funded  the  greatest  proportion  of  Federally- 
subsidized  elderly  living  units.  The  final  two  programs  are  important 
because  they  represent  the  government’s  most  significant  attempt 
to  provide  for  the  special  housing  needs  of  the  chronically  impaired 
elderly. 

(1)  Low-Income  Public  Housing — Section  3,  Section  4,  Title  II 

529,000  elderly  units  (as  of  June  30,  1978) 

The  elderly  have  been  eligible  for  low-income  public  housing  since 
its  initiation  under  the  U.S.  Housing  Act  of  1937.  Among  the  major 
problems  with  public  housing  is  that  most  prospective  residents 
must  wait  several  years  for  an  available  unit.  Also,  the  construction 
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of  public  housing  specifically  designed  for  the  elderly  was  not 
authorized  until  1965.  Consequently,  much  of  the  public  housing  is 
structurally  inadequate  for  frail  or  chronically  ill  older  persons.  In 
addition,  public  housing  agencies  are  faced  with  increasing  numbers 
of  the  elderly  who,  as  they  age,  become  more  frail  or  impaired. 
Usually  public  units  are  not  appropriate  for  occupants  who  can  only 
maintain  semi-independent  living.  Recently,  HUD  has  been  attempt- 
ing to  coordinate  its  efforts  with  other  agencies  so  that  support 
services  can  be  provided  to  the  chronically  ill  or  disabled  elderly. 
With  the  introduction  of  the  Congregate  Housing  Services  Program, 
a small  number  of  public  housing  facilities  will  begin  to  provide 
meals  and  personal  care. 

(2)  Low-Income  Rental  Assistance  Section  8,  Housing  and 
Community  Development  Act  of  1977,  as  Amended 
Existing  units — 199,718  (as  of  April  30,  1979) 

New  units— 251,034  (as  of  April  30, 1979) 

Rehabilitated  units — 28,253  (as  of  April  30, 1979) 

Total  number  of  elderly  units — 478,465 

Ideally,  the  Section  8 program  (by  providing  rental  assistance  to 
residents)  encourages  the  construction  of  new  units,  the  substantial 
rehabilitation  of  units,  and  access  to  existing  dwellings.  Under  the 
Section  8 program,  no  family  may  pay  more  than  25  percent  of  its 
income  for  rent.  The  eligibility  requirements  have  been  expanded  to 
include  two  or  more  unrelated  elderly  living  together,  or  one  or  more 
individuals  living  with  a person  who  needs  their  care  and  support. 

There  are,  however,  several  major  problems  with  the  Section  8 
program.  One,  only  a limited  number  of  Section  8 units  are  avail- 
able. Two,  most  units  cannot  accommodate  the  frail  or  chronically 
ill  older  person.  And  three,  only  a small  proportion  of  the  Section  8 
units  are  included  in  the  Congregation  Housing  Services  Program. 

(3)  Direct  Loans  for  Housing  for  the  Elderly  and  Handicapped — 
Section  202  of  the  Housing  Act  of  1959 
1 1 0,239  elderly  units  (as  of  April  30, 1 979) 

Under  Section  202,  Federal  loans  to  private,  non-profit  sponsors 
are  provided  to  develop  new  or  substantially  rehabilitated  housing 
for  the  elderly  or  physically  handicapped.  The  program  is  mandated 
to  have  all  sponsors  classified  as  private,  non-profit  organizations, 
and  it  provides  construction  loans  that  cover  100  percent  of  the 
project  costs.  Over  half  of  the  program  sponsors  have  been  religious 
institutions,  with  the  remaining  half  composed  of  union,  community- 
based,  and  cooperative  organizations.  There  are  two  periods  of 
Section  202  history:  The  “old”  program,  which  existed  from  1959  to 
1968,  and  the  “new”  program,  from  1974  to  the  present. 
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Along  with  the  living  units,  Section  202  projects  are  required  to 
provide  a variety  of  necessary  services  for  elderly  occupants.  HUD’s 
own  evaluation  of  Section  202  housing  projects  revealed  that  the 
program  had  produced  highly  sought-after  housing  projects,  that  the 
projects  were  sponsored  by  capable,  non-profit  organizations,  and 
that  the  resources  were  provided  at  a cost  which  compares  favorably 
with  other  elderly  housing  programs  (U.S.  House  of  Representatives, 
Select  Committee  on  Aging,  1979).  Most  Section  202  projects  have 
extremely  low  turnover  rates  and  long  waiting  lists.  Many  officials 
who  are  familiar  with  the  Federal  housing  initiatives  feel  that  Sec- 
tion 202  is  HUD’s  most  successful  program.  Much  of  this  success  is 
attributed  to  the  commitment,  accountability,  and  quality  of  the  non- 
profit sponsors. 

As  with  all  Federal  housing  programs,  the  availability  of  202  units 
is  limited.  Some  blame  the  two  or  more  years  it  takes  HUD  to 
approve  202  projects.  There  simply  is  not  enough  loan  money  to 
fund  all  eligible  202  applicants.  Another  issue  is  that  tenants  in 
202  projects  have  traditionally  been  white,  middle-income,  elderly 
females.  Under  the  “old”  202  program,  only  7 percent  of  all  residents 
were  minorities.  Although  there  are  no  income  limitations,  most  202 
projects  are  now  linked  to  Section  8 subsidies,  and  a greater  effort 
is  being  made  to  fund  minority  projects.  Because  of  the  low  turnover 
rates  of  their  aging  tenants,  202  projects  are  experiencing  an  in- 
creasing need  to  provide  specialized  services.  The  Congregate 
Housing  Services  Program  was  created,  in  part,  to  make  Section  202 
housing  more  responsive  to  the  service  and  care  needs  of  the  frail 
and  aging  elderly  residents. 

(4)  Mortgage  Insurance  for  Housing  for  the  Elderly — 

Section  231 

65,979  elderly  units  (as  of  fiscal  year  1979) 

Section  231  is  HUD’s  principal  program  for  assisting  the  elderly 
who  live  in  unsubsidized  rental  housing.  This  program  insures  lend- 
ers against  any  losses  on  mortgages  used  to  build  or  rehabilitate 
rental  accommodations  for  older  persons.  The  intent  of  Section  231  is 
to  insure  loans  for  rental  units  which  would  help  to  improve  the 
ability  of  an  elderly  or  handicapped  person  to  live  independently. 
However,  the  provision  of  supportive  and  personal  care  services  is 
not  a component  of  this  program. 

(5)  Nursing  Home  and  Intermediate  Care  Facilities — 

Section  232 

141,289  elderly  units  (as  of  December  1978) 

About  10  percent  of  all  nursing  homes  are  financed  through  this 
guaranteed/insured  loan  program  for  the  construction  and  improve- 
ment of  nursing  homes  and  related  facilities. 
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Funding  this  type  of  elderly  “housing”  has  become  a controversial 
initiative.  Many  argue  that  nursing  home  assistance  reflects  the  insti- 
tutional bias  which  underlies  most  Federal  programs  for  the  depend- 
ent or  chonically  impaired  elderly.  Moreover,  some  claim  that 
there  may  be  an  oversupply  of  institutional  beds  because  of  the 
emphasis  on  Federal  subsidies.  Yet  more  analysts  are  claiming  that 
there  is  a nursing  home  bed  shortage.  Whatever  the  arguments,  it  is 
clear  that  the  Federal  government  directs  most  of  its  housing  money 
for  the  dependent  elderly  into  instftutions.  And  there  is  evidence 
which  shows  that  some  elderly  may  be  institutionalized  unneces- 
sarily because  no  other  housing  options  exist. 

(6)  Congregate  Housing  Service  Program — Title  IV  of  the 
1978  Housing  Act 

Potentially  1,600  elderly  units 

The  Congregate  Housing  Services  Program  is  designed  to  encour- 
age the  development  of  a housing  continuum  which  relates  directly 
to  the  realities  of  the  aging  process.  Under  this  Act,  public  housing 
agencies  and  Section  202  borrowers  may  receive  funds  to  provide 
meals  and  other  supportive  services  to  eligible  project  residents. 
These  services  are  meant  to  help  elderly  occupants  live  independ- 
ently, preventing  their  premature  or  unnecessary  institutionalization. 
The  basic  service  component,  however,  is  the  food  program:  all  the 
other  services,  such  as  personal  assistance,  household  chores,  and 
transportation,  are  optional.  Overall,  the  program  ties  support  serv- 
ices to  housing  to  guarantee  a long-term  funding  source,  provide  an 
incentive  for  the  construction  of  congregate  facilities,  and  fill  the  gap 
in  the  housing  spectrum. 

Ten  million  dollars  were  appropriated  in  both  fiscal  years  1979  and 
1980  to  fund  congregate  projects.  Out  of  each  year’s  allocation,  HUD 
retained  $1  million  for  inflation  allowances  and  other  adjustments 
and  is  distributing  the  remaining  $9  million  over  a three-year,  con- 
tract period.  Funds  will  be  split  between  public  housing  agencies 
(50  percent)  and  Section  202  projects  (50  percent).  Within  this  divi- 
sion, approximately  80  percent  of  the  money  will  go  to  existing  proj- 
ects and  20  percent  will  support  new  construction.  HUD  estimates 
that  the  elderly  will  receive  about  85  percent  of  the  total  funds,  with 
the  non-elderly  handicapped  receiving  the  remaining  15  percent. 

Housing  for  the  Functionally  Impaired  Elderly  and  the 
Government’s  Interpretation  of  the  Problem 

The  housing  programs  outlined  above  address,  from  the  Federal 
government’s  perspective,  the  major  housing  problems  confronting 
all  elderly.  First,  there  is  only  a limited  supply  of  adequate  living 
units  for  those  elderly  who  can  live  independently.  Second,  because 
most  of  the  elderly  are  living  on  very  limited  or  fixed  incomes,  they 
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need  rental  assistance  and  homeownership  subsidies.  Third,  some 
elderly,  due  to  functional  disabilities  and  insufficient  support  from 
families  or  friends,  are  unable  to  live  independently;  therefore,  inter- 
mediate care  and  skilled  nursing  home  facilities  are  required. 

What  is  significant,  however,  is  that  the  objectives  and  perspectives 
embodied  in  these  Federal  programs  are  quite  different  from  the 
views  expressed  in  current  government  documents.  In  contrast  to 
the  actual  programs,  the  Federal  housing  literature  presents  a more 
comprehensive  and  detailed  understanding  of  the  housing  problems 
experienced  by  elderly  persons.  Accordingly,  Federal  officials  have 
outlined  on  paper  a series  of  elderly  housing  objectives  which  (if 
they  were  properly  implemented)  would  produce  a more  complete 
spectrum  of  housing  alternatives. 

There  are  numerous  examples  of  this  discrepancy  between  Fed- 
eral objectives  for  housing  the  elderly  and  actual  program  efforts. 
For  instance,  on  paper  the  Congregate  Housing  Services  Program  is 
the  most  important  housing  policy  innovation  in  recent  years.  This 
new  legislation  recognizes  the  need  to  implement  a housing/services 
continuum;  it  is  sensitive  to  the  relationship  between  housing  and 
long-term  care,  and  it  realizes  the  necessity  for  interagency  coordi- 
nation. Moreover,  the  Congregate  Housing  Program  was  expected  to 
help  prevent  the  premature  or  unnecessary  institutionalization  *of  the 
dependent  elderly.  In  its  present  form,  however,  the  project  will  have 
little  impact  on  the  development  of  congregate  care  facilities.  Until 
the  program  receives  more  financial,  political,  and  administrative 
support,  congregate  housing  will  continue  to  be  a concept  for  the 
future. 

As  a second  example,  most  Federal  officials  agree  that  a well- 
planned,  consolidated  delivery  system  is  needed  to  produce  a suc- 
cessful program  of  dependent  elderly  housing/services.  One  of  the 
major  objectives  behind  the  congregate  housing  legislation  was  to 
coordinate  the  Federal  programs  serving  the  chronically  impaired 
and  to  avoid  a duplication  of  services.  Although  the  potential  exists, 
an  effective  system  of  interagency  cooperation  has  not  developed. 

The  current  focus  of  Medicare  and  Medicaid  funding  is  another 
illustration  of  how  the  government  has  failed  to  implement  what  it 
considers  important  policy  objectives.  Critics  argue  that  the  un- 
necessary and  costly  use  of  institutional  care  has  been  encouraged 
because  these  programs  offer  limited  funding  for  alternative  housing 
options.  HCFA’s  Long-Term  Care  Task  Force  reported  that  long- 
term care  services  currently  provided  in  non-institutional  settings 
are  minimally  supported  by  public  money  and,  to  a large  extent,  are 
subsidized  by  private  sources.  In  contrast,  institution-based  services 
are  substantially  financed  by  public  expenditures.  Fifty-three  percent 
of  the  total  nursing  home  bill  is  underwritten  by  public  programs; 
90  percent  of  all  public  dollars  earmarked  for  long-term  care  is  spent 
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on  nursing  home  care  (U.S.  Department  of  Health  and  Human  Serv- 
ices, 1980). 

Both  Congress  and  Administration  officials  are  beginning  to  realize 
that  this  institutional  bias  within  the  health  care  financing  programs 
is  stifling  the  development  of  non-institutional  settings,  including  ap- 
propriate housing,  for  the  chronically  impaired.  Nonetheless,  major 
changes  in  Medicare  and  Medicaid  legislation  which  might  reduce 
the  institutional  bias  have  not  been  enacted. 

Finally,  two  programs  deserve  mention  because  they,  too,  were 
created  to  address  some  of  the  housing  problems  of  older  people. 
Yet  once  again,  these  programs  are  an  example  of  how  Federal 
efforts  have  produced  very  minimal  results.  Many  elderly  homeown- 
ers, especially  the  functionally  disabled,  experience  difficulties  in 
maintaining  or  repairing  their  homes.  Given  the  number  of  elderly 
homeowners,  and  the  disproportionate  age  of  their  homes,  it  is  ironic 
that  the  Federal  loan  program  for  housing  rehabilitation  (Section  312, 
Housing  Act  of  1964,  as  amended),  provides  what  one  HUD  official 
called  an  “insignificant  amount  of  funds.”  Furthermore,  most  older 
people  are  not  anxious  to  use  credit  and  assume  a debt.  In  short, 
the  312  program,  due  to  limited  funds  and  poor  program  design,  is 
not  a valuable  source  of  housing  assistance  for  the  elderly,  despite 
its  housing  rehabilitation  focus. 

The  second  necessary,  but  minimal,  housing  effort  is  directed  by 
the  Farmers  Home  Administration.  As  was  mentioned  earlier,  many 
of  the  rural  elderly  live  in  very  old  homes  which,  combined  with 
various  aspects  of  rural  life,  can  be  debilitating  for  a frail  older 
person.  Rural  housing  loans  under  Section  504  provide  funds  to 
qualified  low-income  applicants  to  make  basic  repairs  to  improve 
the  health  and  safety  conditions  of  a home.  Section  502  provides 
loans  for  the  building,  purchase,  or  rehabilitation  of  modest  homes. 

Once  again,  limited  funding  and  the  nature  of  the  Section  502  and 
504  programs  stifle  their  effectiveness.  In  fiscal  year  1980,  $24  mil- 
lion was  available  for  504  loans,  and  $3.08  billion  for  502.  But  most 
of  the  money  is  dispersed  through  loans  which  discourage  elderly 
participation.  Moreover,  neither  of  the  programs  has  been  designed 
to  meet  the  long-term  care  requirements  of  a dependent  older 
person. 

This  brief  review  of  some  very  important,  but  relatively  ineffective, 
Federal  housing  programs  serves  two  purposes.  One,  it  illustrates 
how  officials  can  experience  tremendous  difficulties  as  they  attempt 
to  translate  policy  objectives  into  actual  programs.  If  major,  inno- 
vative housing  legislation  is  to  be  enacted,  planners  of  long-term 
care  for  the  elderly  must  learn  how  to  maneuver  housing  program 
objectives  through  a very  competitive  policy  arena.  More  important, 
these  insignificant  efforts  show  that  the  government  is  becoming 
concerned  and  more  aware  of  the  housing  requirements  of  the 
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dependent  elderly.  Granted,  a more  substantial  commitment  is 
necessary,  but  many  Federal  officials  appear  willing  to  establish  a 
more  complete  spectrum  of  housing  facilities. 

Federal  Objectives  for  Housing  the  Dependent  Elderly 

As  this  review  shows,  the  range  and  focus  of  the  Federal  housing 
initiatives  for  the  dependent  elderly  are  very  narrow.  At  the  program 
level,  Federal  officials  have  been  insensitive  to  the  limited  avail- 
ability of  appropriate  housing  arrangements  for  the  chronically  im- 
paired elderly  who  do  not  require  an  institutional  setting.  Overall, 
Federal  housing  initiatives  have  addressed  the  need  for  adequate 
units,  but  these  policies  have  failed  to  recognize  the  demand  for 
appropriate  settings.  And  yet,  an  appropriate  setting  is  a vital 
component  of  long  term  care  for  an  impaired  older  person. 

Recently  however,  the  government  has  begun  to  recognize  that 
most  publicly-supported  housing  units  are  inappropriate  settings 
for  the  functionally  disabled.  But,  within  the  total  realm  of  housing 
programs  for  all  the  elderly,  there  are  few  initiatives  which  demon- 
strate any  Federal  intentions  to  encourage  the  development  of  a 
spectrum  of  housing  settings.  Moreover,  all  the  housing  objectives 
which  address  the  needs  of  the  dependent  elderly  reflect  the  govern- 
ment’s limited  understanding  of  housing  ^nd  its  relationship  to  long- 
term care.  Most  of  the  objectives  concerning  housing  for  the 
chronically  impaired  are  expressed  in  vague  generalities;  no  real, 
substantive  policy  goals  are  suggested. 

Aside  from  subsidizing  the  building  of  nursing  homes,  the  govern- 
ment is  beginning  to  support  a small  number  of  housing  alternatives 
which  provide  for  the  long-term  care  needs  of  a chronically  impaired 
older  person  (for  example,  the  Congregate  Housing  Services 
Program).  Also,  in  theory  at  least,  Federal  officials  now  recognize  the 
need  for  a spectrum  of  housing  and  care.  Along  with  a desire  to 
ensure  a suitable  array  of  long-term  care  services,  the  Government 
is  very  anxious  to  develop  alternative  care  settings  to  offset  the 
tremendous  costs  of  institutional  care.  With  political  and  financial 
pressures  demanding  a more  efficient  system,  it  is  both  expedient 
and  wise  for  the  government  to  encourage  the  creation  of  a more 
complete  range  of  housing  settings. 

Long-Term  Care  Analysis  and  Recommendations 

In  the  analysis  that  follows,  several  recommendations  will  be 
introduced  which  are  just  as  essential  as  the  most  encompassing 
reform  proposal.  Housing  advocates  for  the  functionally  disabled  are 
certainly  aware  of  the  issues  which  will  be  discussed.  But  quite 
often  the  significance  of  these  particular  reforms  is  downplayed 
within  the  housing  policy  arena.  Because  of  the  pressures  and  the 


407 


nature  of  the  legislative  process,  it  is  extremely  difficult  to  maintain 
a complete  perspective  on  the  many  important  factors  related  both 
to  housing  and  long-term  care.  The  specific  reforms  outlined  below 
are  needed  to  implement  and  support  the  development  of  a spec- 
trum of  housing  care  settings. 

1)  A coordinated,  systematic  approach  for  planning,  and  deliver- 
ing housing  services  to  the  dependent  elderly  must  be  estab- 
lished. 

The  planners  and  providers  of  housing  for  the  chronically  impaired 
must  develop  a more  comprehensive  perspective  concerning  the 
relationships  between  housing  and  the  provision  of  long-term  care 
services.  They  must  review  and  appreciate  the  entire  social  environ- 
ment; housing  must  be  seen  as  a social  service  which  must  be  linked 
with  income,  social  services,  and  health  care  programs. 

Part  of  the  current  problem  lies  with  HUD  and  its  “engineering” 
approach  to  planning  housing  services.  As  an  agency,  HUD  has 
opposed  the  Congregate  Housing  Services  Program  from  the  be- 
ginning, because  (said  one  HUD  official)  “We  are  engineers,  not 
social  service  providers.”  Settings  for  the  functionally  disabled 
can  no  longer  be  viewed  just  as  shelter,  but  must,  as  well,  be 
recognized  as  a service(s)  denter. 

This  sensitive  and  comprehensive  approach  for  the  planning  and 
provision  of  housing  can  only  be  achieved  within  a coordinated, 
well-managed  delivery  system.  Presently,  however,  the  Federal  gov- 
ernment has  no  systematic  method  for  developing  and  guiding  its 
housing  programs  for  the  elderly,  especially  those  needing  long-term 
support.  As  one  HUD  official  wrote,  “.  . . there  is  no  longer  any 
point  of  focus  in  HUD  for  elderly  concerns  . . . only  on  special 
occasions  . . . have  the  experts  in  assistance  to  the  elderly  been 
required  to  collaborate  on  anything  like  a systematic  basis  for  any 
period  of  time”  (Leeds,  1979).  According  to  Rep.  Claude  Pepper, 
there  are  at  least  11  programs  administered  by  three  different  agen- 
cies within  HUD  that  directly  affect  the  elderly  (U.S.  House  of  Repre- 
sentatives, 1979). 

The  Congregate  Housing  Services  Program  is  a victim  of  this 
unorganized  effort  to  provide  housing  to  the  elderly.  Administra- 
tively, most  doubt  that  the  necessary  cooperation  between  HUD 
and  HHS  will  develop  fully.  In  fact,  some  officials  believe  that  con- 
gregate housing,  subsidized  by  the  government,  will  cost  more. than 
institutional  care  because  of  redundant  and  uncoordinated  admin- 
istrative efforts. 

Consolidating  all  elderly  programs  and  coordinating  among  agen- 
cies are  essential  to  create  a spectrum  of  adequate  and  appropriate 
housing  programs.  Before  this  ideal  can  be  realized  however,  some 
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fundamental  organizational  and  administrative  reforms  must  be 
initiated. 

2)  Housing  maintenance  programs  must  also  be  concerned  with 
providing  appropriate  housing. 

All  elderly,  independent  and  functionally-disabled  alike,  require 
adequate  housing.  Current  maintenance  programs,  however,  do  not 
address  the  issue  of  appropriate  housing  for  the  chronically  impaired 
elderly.  Physical  improvements  to  an  older  person’s  home,  such  as 
roof  repairs  or  weatherization,  are  important,  but,  because  of  a 
chronic  condition,  the  person  may  require  a completely  different, 
more  appropriate  housing  setting. 

Yet,  the  focus  and  intent  of  housing  maintenance  programs  could 
be  expanded  to  finance  home  modifications.  Along  with  addressing 
the  problem  of  inadequate  housing,  these  programs  could  eliminate 
structural  barriers  from  the  homes  of  frail  and  physically  impaired 
older  people.  Such  efforts  would  improve  the  appropriateness  of  a 
dependent  person’s  housing  environment  and  may  delay  the  need 
for  a more  institutional  setting.  Overall,  the  focus  of  government 
housing  maintenance  programs  must  be  altered  to  include  a concern 
for  providing  an  appropriate  living  environment. 

3)  The  institutional  bias  contained  within  the  income  maintenance 
and  health  care  financing  programs  must  be  eliminated. 

The  Medicare,  Medicaid,  and  income  maintenance  programs  have 
been  blamed  for  stifling  the  development  of  alternative  housing/care 
facilities.  In  general,  these  programs  will  only  provide  maximum 
benefits  if  the  recipient  is  either  able  to  live  independently  or 
requires  intense  medical  care.  Medicaid  and  Medicare  eligibility 
and  reimbursement  policies  create  financial  incentives  to  use  nurs- 
ing homes  rather  than  community-based  long-term  care  services. 
This  is  because  both  programs  provide  slight  coverage  for  care 
provided  in  the  home  or  in  other  non-medical  facilities.  Program 
expenditures  reflect  this  emphasis  on  institutional  care:  41  percent 
of  all  Medicaid  funds  went  to  cover  nursing  home  costs  in  1978. 
In  the  same  year  1 percent  of  other  total  expenditures  were  used  to 
fund  community-based,  long-term  care  services  (General  Account- 
ing Office,  1979). 

For  the  most  part,  this  institutional  bias  is  the  product  of  a narrow 
perspective  held  by  policymakers.  As  the  Social  Security  and 
Supplemental  Security  Income  programs  evolved  over  time,  officials 
failed  to  recognize  the  varied  long-term  care  requirements  of  the 
dependent  elderly.  As  a result,  stipulations  within  these  programs 
(for  example,  Section  1616(e)  of  the  Social  Security  Act  and  the 
long-term  care  provisions  of  Title  XVIII  and  Title  XIX)  are  so 
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stringent  that  providers  have  only  had  an  incentive  to  supply  a 
limited  range  of  housing  facilities.  The  fundamental  assumptions 
behind  these  current  policies  must  be  altered  so  that  a greater 
variety  and  less  expensive  array  of  housing  arrangements  can  be 
subsidized.  Specifically,  officials  must  realize  that  the  chronically 
impaired  require  funds  for  various  levels  of  care  within  different 
settin-gs. 

4)  Housing  programs  for  the  chronically  impaired  must  be  sensi- 
tive to  the  needs  and  characteristics  of  future  residents. 

A scarce  supply  of  funds  combined  with  the  need  for  appropriate 
housing  settings  requires  a long-range,  comprehensive  planning 
technique.  Currently,  the  government  expends  most  of  its  housing 
planning  energy  on  altering  or  patching  up  the  flaws  in  present 
policy.  The  nature  and  tradition  of  our  policymaking  process  re- 
quires immediate  and  incremental  reforms.  Federal  officials  how- 
ever, must  also  use  existing  tools  and  knowledge  to  provide  a 
variety  of  housing  arrangements  that  will  “remain  vital  and  appro- 
priate overtime”  (Newcomer,  1976). 

In  the  words  of  Robert  Newcomer,  “If  decisions  for  the  future 
are  made  in  relation  only  to  today’s  needs,  priorities,  and  resources, 
without  consideration  of  likely  future  events  or  population  prefer- 
ences, the  buildings  and  environments  produced  will  probably 
constitute  serious  handicaps  as  the  future  unfolds.  It  is  essential 
that  flexibility  be  programmed  into  plans  and  service  systems,  while 
incorporating  as  much  as  can  be  known  of  future  contingencies” 
(Newcomer,  1976). 

5)  The  crucial  relationship  between  the  quality  of  a housing  set- 
ting and  an  older  person’s  income  status  must  be  recognized. 

At  present,  housing  policy  for  the  chronically  impaired  is  being 
formulated  within  a vacuum;  planners  have  not  realized  the  need 
to  synchronize  and  coordinate  Federal  housing  initiatives  with  the 
broad  array  of  income,  health  care  financing  and  tax  programs. 
Programs  other  than  housing  must  be  evaluated  for  their  economic 
impact  so  that  the  dependent  elderly  can  be  assured  an  adequate 
and  appropriate  housing  environment. 

Equally  important,  but  often  overlooked,  is  the  prominent  role 
which  assets  and  taxes  play  in  determining  an  older  persons  level  of 
income  (Baer,  1976). 

...  a very  important  subsidy  program  to  the  older  (homeowner), 
is  that  established  through  special  provisions  in  the  Federal  in- 
come tax.  The  value  of  the  income  derived  from  net  housing 
services  is  not  declared  as  income  by  the  owner  occupant;  that  is, 
there  is  no  declaration  of  imputed  rent.  The  homeowner  of  any 
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age  can  also  deduct  that  portion  of  his  mortgage  that  goes  toward 
interest  and  the  amount  of  his  yearly  property  taxes.  The  amount 
of  subsidy  derived  from  just  the  homeowner  income  tax  deduc- 
tions was  $1.7  billion  for  all  elderly  homeowners  in  1970.  In 
contrast  to  these  homeowner  tax  benefits,  there  are  no  explicit 
federal  income  tax  provisions  for  renters. 

Overall,  the  effectiveness  of  new  housing  initiatives  will  be  directly 
influenced  by  how  well  officials  are  able  to  complement  their  pro- 
grams with  adequate  income  maintenance  and  tax  programs. 

6)  More  pertinent  research  concerning  the  housing  and  long-term 
care  requirements  of  the  chronically  impaired  is  required. 

“By  far  the  most  visible  mechanism  for  feedback  and  input  to  the 
policy  planning  and  design  process  of  housing  for  the  elderly  has 
been  research”  (Newcomer,  1976).  And  yet,  even  though  a consid- 
erable amount  of  literature  has  been  published,  very  little  has  been 
written  on  the  relationship  between  long-term  care  and  the  housing 
requirements  of  the  dependent  elderly.  The  list  for  suggested 
research  is  extensive;  however,  there  are  some  fundamental  studies, 
suggested  below,  which  should  receive  immediate  priority. 

The  size  and  characteristics  of  the  chronically  impaired  elderly 
population  need  to  be  measured  and  studied  more  thoroughly.  Sev- 
eral studies  which  attempt  to  generate  this  information  were  cited 
earlier  in  the  chapter.  Yet,  as  William  Poliak  (1976)  has  written, 
“.  . . accurate  information  about  the  size  of  different  population 
groupings  is  rare,  and  planners  and  policymakers  have  no  choice 
but  to  use  figures  whose  measuring  is  unclear”  (Poliak,  1976). 

In  addition,  housing  planners  must  know  more  about  the  specific 
housing  problems  confronted  by  the  dependent  elderly.  Officials 
require  information  that  would  improve  their  understanding  of  how 
inadequate  and/or  inappropriate  housing  conditions  aggravate  or 
create  a need  for  long-term  care  services.  But  as  Lawton  has 
stated,  “Data  do  not  exist  that  would  tell  us  the  extent  to  which 
housing  and  other  environmental  problems  compound  this  group’s 
vulnerability”  (Lawton,  1978).  Regardless  of  these  limitations,  a bet- 
ter perspective  on  how  the  housing  setting  interacts  with  the  depend- 
ent lifestyle  of  a chronically  impaired  older  person  is  essential. 

An  attempt  must  be  made  to  measure  the  potential  utilization  for 
each  type  of  housing  setting  contained  within  the  long-term  care 
housing  spectrum.  Furthermore,  this  research  must  be  supplemented 
by  studies  which  indicate  how  many  dependent  elderly  are  currently 
housed  under  inadequate  or  inappropriate  conditions.  Data  from 
both  types  of  studies  are  important  because  (when  used  with  cur- 
rent utilization  numbers)  they  can  help  to  identify  gaps  in  the  present 
housing  system  and  enrich  our  understanding  of  utilization  patterns 
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(Poliak,  1976a).  Moreover,  the  most  efficient  and  effective  distribu- 
tion of  limited  program  funds  is  dependent  upon  knowing  how  many 
and  what  type  of  housing  units  are  required. 

Poliak  (1976a)  presents  a good  overview  of  the  research  needs  in 
this  policy  area  and  offers  various  suggestions  for  improving  future 
utilization  studies.  He  also  cites  two  prominent  studies  that  ex- 
amine the  optional  and  actual  placement  of  functionally  impaired 
elderly  persons  in  different  parts  of  upstate  New  York:  An  Areawide 
Examination  of  Nursing  Home  Use,  Misuse,  and  Nonuse  (Davis  and 
Gibbon,  1971)  and  Health  Care  of  the  Aged  Study  (Hill,  1968).  These 
and  other  similar  research  efforts  could  serve  as  useful  models  for 
formulating  more  extensive  and  thorough  utilization  studies. 

The  merits  of  this  type  of  research  are  obvious,  but  Poliak  iden- 
tifies several  pitfalls  which  make  it  difficult  to  project  housing  utiliza- 
tion levels.  One,  nobody  knows  how  one  housing  service  will  be 
substituted  for  another  arrangement,  once  the  various  settings  are 
developed.  And  since  there  is  a limited  range  of  housing  types, 
there  is  no  real  program  experience  on  which  utilization  forecasts 
can  be  based. 

Policymakers  must  also  have  information  about  the  costs  of 
providing  long-term  care  services  to  the  dependent  elderly  in  a 
variety  of  settings.  In  general,  there  is  a need  for  more  complete 
and  comprehensive  research  that  accounts  for  all  the  elements 
which  influence  the  cost  of  providing  long-term  care  in  alternative 
facilities.  Currently,  assertions  about  costs  are  plentiful,  but  accurate 
data  concerning  the  total  costs  of  different  housing  arrangements 
are  scarce.  Poliak  (1976b)  has  stated,  “The  real  social  cost  of 
providing  care  for  an  elderly  person  in  particular  settings  will 
depend  critically  on  (1)  the  clients’  functional  impairments  (2)  the 
family  status  of  the  individual  and  (3)  the  quality  of  the  care  pro- 
vided.” 

Because  of  individual  differences  in  impairment  levels,  family 
status,  and  quality  of  care  required,  the  cost  of  providing  care  in 
each  of  the  different  settings  will  vary  a great  deal.  Researchers 
must  be  sensitive  to  these  individual  characteristics  and  formulate 
their  results  accordingly.  In  the  end,  cost  comparisons  between 
settings  will  not  be  fixed,  since  the  real  cost  will  depend  upon  the 
health  and  family  status  of  the  individual.  This  also  means  that  no 
one  setting  will  be  least  expensive  for  every  dependent  older  person. 

The  interdependence  between  income  and  housing  must  be 
analyzed.  Throughout  this  chapter,  the  importance  of  a dependent 
older  person’s  income  status  has  been  emphasized.  Yet,  there  is 
little  research  to  clarify  the  influence  of  income  on  a dependent 
elderly  person’s  housing.  More  information  is  needed  concerning 
the  effects  of  Social  Security,  SSI,  pensions,  and  assets  on  a de- 
pendent older  person’s  ability  to  live  appropriately.  In  addition,  the 
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significance  of  a person’s  home  as  equity  is  obvious,  but  the  potential 
advantages  and  problems  in  using  this  asset  need  to  be  examined. 

The  value  of  quality  research  as  a guide  for  producing  new  and 
innovative  housing  initiatives  is  apparent.  However,  unless  these 
studies  are  properly  managed  and  coordinated,  the  usefulness  of  the 
results  will  be  minimal.  Furthermore,  these  research  efforts  must 
be  a practical  aid  to  policymakers  as  they  strive  to  develop  more 
effective  housing  programs  for  the  dependent  elderly. 

Although  research  is  essential,  the  focus  of  a study  is  dependent 
upon  the  type  of  housing  program  being  evaluated.  Specifically, 
the  potential  use  of  alternative  settings  cannot  be  based  on  pro- 
jected estimates  of  unmet  needs  (Poliak,  1976a).  Utilization  of 
different  housing  settings  will  be  determined  in  part  by  how  many 
and  what  type  of  units  will  be  supplied  by  the  Federal  government. 
Policymakers  must  provide  researchers  with  a clear  set  of  possible 
program  goals  and  objectives  to  provide  the  necessary  direction  to 
housing  research. 
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Chapter  XI 
Adult  Day  Care 

by  Hans  C.  Palmer 


Among  the  most  commonly  proposed  long-term  care  alternatives 
to  the  nursing  home  are  those  gathered  under  the  umbrella  of  adult 
day  care  (ADC).* 1  Actually,  ADC  is  not  an  “alternative”  but  usually 
part  of  a spectrum  of  care.  It  is  not  a simply  defined  category  of 
provision,  nor  is  it  simply  a substitute  for  other  components  of 
health  care. 

ADC  in  some  analyses  and  policy  discussions  refers  to  a set  of 
medical,  nursing,  physical  therapy,  occupational  therapy,  and  other 
specialized  procedures.  It  often  includes  podiatry,  personal  hygiene, 
nutrition,  meals,  eye  examinations,  hearing  examinations,  and  per- 
sonal-social services  of  various  types.  In  some  cases,  social  and 
recreational  activities  may  be  included,  and  the  mix  of  health  and 
social  services  will  often  indicate  the  emphasis  of  a particular  ADC 
program.  ADC  is  provided  in  an  institutional  setting  to  which  the 
patients  are  transported.  They  do  not,  however,  require  24-hour 
nursing  care,  hence  they  can  live  at  home  or  in  some  other  residen- 
tial or  sheltered  care  facility.  Most  patients  are  presumed  to  be 
functionally  disabled  in  varying  degrees  and  to  need  assistance  with 
some  of  the  activities  of  daily  living  (ADL).  Most  commonly,  referral 
is  from  a physician,  a hospital  discharge  planning  program,  or  the 
social  services  system.  Note  that  ADC  may  include  all  or  some  of 
the  listed  services. 

Other  services  and  ADC  may  co-exist  in  combined  programs  of 
care.  For  example,  home  health  and  homemaker  services  often 
jointly  support  dependent  elderly  in  comprehensive  programs  of 
community  care.  Alternatively,  ADC  may  complement  some  form 
of  formal  residential  care  (for  example,  domiciliary  care),  especially 
if  care  from  the  family  is  unavailable.  In  yet  another  form,  ADC  can 
provide  a wide  spectrum  of  support  to  someone  who  may  be  an 
outpatient  for  highly  specialized  service  at  an  acute  general  hospital. 
Note  also  that  ADC  is  distinguished  from  outpatient  care  in  that  the 
former  generally  includes  transportation  to  the  care  site.  Addition- 


I wish  to  thank  Margaret  Stassen  for  her  helpful  suggestions  for  this 
chapter. 

1 A good  discussion  of  ADC  is  found  in  Trager,  Brahna,  “Adult  Day  Health 
Care — A Conference  Report,”  Arlington,  Virginia,  September,  1977,  and 
Tucson,  Arizona,  September,  1978,  Grant  No.  1 R13  HS  10580-01,  NCHSR, 
OASH,  May  1979. 
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ally,  outpatient  care  usually  emphasizes  medical  procedures  and 
makes  no  assumptions  about  the  level  of  ADL  capabilities  on  the 
part  of  the  patients. 

It  should  be  stressed,  however,  that  no  uniform  definition  or 
measure  of  ADC  exists  at  present. 

Amounts  and  Supports  of  ADC 

Europe  is  much  more  familiar  with  ADC  than  is  the  United  States. 
Many  British  geriatricians  (John  Brocklehurst,  Lionel  Cosin,  Bernard 
Isaacs,  etc.)  have  installed  ADC  services  as  central  organizational 
components  in  their  maintenance  programs.  Such  programs  and 
services  are  readily  accepted  parts  of  the  long-term  care  offerings 
of  the  British  National  Health  Service,  at  least  in  those  areas  where 
there  is  a clinician  with  an  interest  in  long-term  community  care.  In 
the  United  States,  major  initiatives  for  the  development  of  ADC 
came  from  the  community,  not  from  Federal  or  State  agencies  or 
funding  services. 

In  1980,  there  were  about  617  ADC  programs  in  46  States.  Their 
average  daily  census  (1980)  was  about  13,500.  This  figure  does  not 
represent  the  same  patients  all  five  days  of  the  week,  since  average 
weekly  attendance  ranges  from  one  to  five  times.  The  majority 
attend  two  to  three  times  per  week,  implying  some  need  for  service 
on  non-ADC  days.2  The  number  of  sites  has  grown  rapidly,  from 
200  in  1977  to  300  in  1978,  and  to  600  in  1979. 

Sources  of  support  for  ADC  vary  greatly.  Overall,  few  public 
financial  support  programs  directly  reimburse  for  total  ADC  pro- 
grams. Rather,  there  is  provision  for  specific  services,  such  as 
nursing,  physical  and  occupational  therapy,  medical  social  work, 
etc.  For  example,  in  two-thirds  of  the  States,  Medicaid  pays  for 
certain  specified  services,  varying  among  jurisdictions.  Medicare 
covers  all  usage  of  certain  specified  services,  regardless  of  site 
provision,  as  long  as  the  services  are  prescribed  by  a physician 
and/or  meet  other  regulations.  In  addition,  under  Title  III  of  the 
Older  Americans  Act,  administered  by  the  Administration  on  Aging 
(AoA),  some  States  support  ADC-type  services.  For  most  programs, 
the  amounts  spent  on  ADC  in  total  is  unknown.  Under  Medicare/ 
Medicaid,  for  example,  it  is  not  possible  to  trace  the  ADC  connection 
of  many  of  the  covered  services.  Under  Title  III,  AoA  cannot  sep- 
arate ADC  services  from  other  types  of  social  services.  Title  XX 
data  do,  however,  permit  the  breakout  of  ADC  support,  and  these 
show  an  annual  intended  expenditure  of  $42.6  million  in  fiscal 


2 This  information  comes  from  a personal  communication  with  Edith 
Robbins,  HCFA.  If  the  primary  emphasis  of  ADC  is  medical,  it  is  sometimes 
referred  to  as  adult  day  health  care  or  ADHC. 
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year  1979  (Kilgore  and  Salmon,  1979).  This  includes  some  child  day 
care  and  care  for  adults  under  65. 

In  addition  to  the  major  Federal  and  State  programs  cited 
earlier,  other  support  for  ADC  comes  from  voluntary  agencies  (for 
example,  United  Way),  philanthropic  groups,  local  governments,  and 
some  Federally-funded  demonstrations  conducted  under  Medicare 
waivers.  Some  health  insurance  carriers  cover  ADC,  and  out-of- 
pocket  fees  also  are  assessed,  often  on  an  income-linked,  sliding 
scale.  At  present,  there  is  no  way  to  determine  the  amount  spent 
by  these  various  sources  on  ADC,  partly  because  of  the  integration 
of  ADC-related  services  with  other  types  of  health  care.  Knowledge- 
able observers  suggest,  however,  that  possibly  50  percent  of  the 
costs  of  some  ADC  programs  are  being  paid  out-of-pocket.  Ob- 
viously, such  fragmentation  in  funding  support  contributes  to  frag- 
mentation of  programs,  leading  to  confusion  among  users  and 
providers  and  lessening  the  beneficial  results  which  ADC  might 
have. 

Types  of  ADC  Services 

ADC  services  are  sometimes  grouped  into  various  “models,”  such 
as  restorative,  maintenance,  and  social.  The  restorative  model  pre- 
sumably has  an  intensive  health  care  focus,  emphasizing  constant 
monitoring,  one-on-one  therapy,  and  psycho-social  (as  well  as 
medical)  services.  Discharge  is  usually  to  a less  intensive  care  site 
or  program  after  31/2  to  four  months.  Maintenance  programs  are  of 
longer  duration,  but  they  also  emphasize  individual  care  plans  with 
periodic  reassessments  with  much  less  intense  monitoring,  and  often 
with  group  therapies.  Social  programs,  though  often  directed  by  a 
registered  nurse,  are  much  more  activity-oriented  than  health- 
oriented,  offering  services  to  lonely,  old  clients  in  a protected  en- 
vironment and,  at  times,  arranging  for  therapies  outside  the  ADC 
care  site.  Some  social  ADC  programs  strive  to  keep  clients  in  the 
community  as  long  as  possible  by  keeping  them  in  contact  with 
their  environment  (Trager,  1979).  Some  ADC  facilities  offer  joint 
levels  of  care,  but  most  stress  one  of  the  listed  types  of  programs. 

Weissert  (1976)  also  has  provided  a useful  classification  for 
analyzing  ADC  systems.  Model  I focuses  heavily  on  rehabilitation  and 
emphasizes  medical  provision.  Model  II  has  a more  social  orienta- 
tion, often  approaching  the  British  Day  Centre  in  its  wide  ranging 
provision  of  social  and  recreational  services  and  in  its  focus  on 
enhancing  the  social  life  of  the  patients.  Model  II  also  may  be  pre- 
sumed to  cater  mainly  to  patients  whose  needs  are  for  maintenance; 
Model  I focuses  more  on  therapeutic  treatment  of  diseases.  Of 
course,  these  distinctions  are  a bit  arbitrary  as  are  the  services 
supposedly  found  in  each.  Nonetheless,  this  typology — much  like 
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the  previously  discussed  three-level  model — provides  some  useful 
axes  for  comparison  among  programs.  Also,  it  may  facilitate  com- 
parison between  ADC  and  other  care  modes. 

It  should  be  noted  that  the  sorting  of  ADC  into  “models”  of  care 
has  been  criticized  by  a number  of  ADC  specialists  as  being  more 
suited  to  reimbursement  formulae  than  to  the  needs  of  patients 
(Trager,  1979).  Furthermore,  these  categories  cannot  capture  all 
of  the  variations  in  service  configuration.  Despite  such  objections, 
these  classification  schemes  may  be  useful  starting  points  for 
analysis. 

Major  appropriate  client  groups  for  ADC  appear  to  be  the  severely 
developmentally  disabled  over  21,  victims  of  cerebro-vascular  acci- 
dents (CVAs)  and  trauma,  and  the  elderly  who  cannot  cope  with 
ADL.  In  general,  as  with  all  other  aspects  of  long-term  care,  func- 
tional disability,  coupled  with  weak  social  support  systems,  makes 
people  logical  candidates  for  ADC.  In  identifying  possible  clients, 
patient  medical  condition,  the  severity  of  that  condition,  and  the 
lack  of  a suitable  support  structure  all  combine  to  form  the  profile 
of  need.  In  light  of  these  determinants  of  need,  enthusiasm  for 
emphasizing  so-called  preventive  efforts  of  ADC  without  an  educated 
awareness  of  the  need  to  set  goals,  consider  the  feasibility  of  restora- 
tive programs,  and  note  the  other  subtle  effects  that  produce  sur- 
prising outcomes  can  lead  to  major  disappointments.  So  also,  mental 
health  issues  are  central  to  the  establishment,  analysis,  and  success 
of  any  ADC  program,  as  they  are  for  any  type  of  long-term  care,  since 
mental  health  problems  (especially  among  the  elderly)  often  accom- 
pany medical  problems  and  since  clients  with  socio-medical  diffi- 
culties can  disrupt  any  ADC  organization  and  program.  During 
episodes  of  mental  illness,  ADC  may  not  be  of  any  use  to  them. 

The  services  required  in  successful  ADC  programs  are  very  com- 
plex. In  most  cases,  health  services  or,  at  least,  supervision  are 
necessary.  Nursing  care  is  often  a key  element.  In  addition,  most 
ADC  should  include  nutrition  programs,  both  to  provide  good  meals 
and  to  counsel  clients  on  how  to  eat  and  prepare  food.  Information 
and  referral  services  are  essential  in  coping  with  complicated  socio- 
medical problems,  as  are  the  efforts  of  client  assessors,  care  plan- 
ners, counselors,  and  others  who  can  assist  with  integrating  patients 
into  (or  back  into)  the  community.  These  activities  might,  to  varying 
degrees,  also  be  found  in  other  care  modalities,  but  the  community 
interaction  of  ADC  programs  and  their  express  purpose  of  keeping 
clients  in  the  community,  while  offering  socio-economic  assistance, 
renders  some  of  the  services  all  the  more  critical. 

Somewhat  unexpectedly,  providing  transportation  in  ADC  has 
generated  much  controversy.  On  the  one  hand,  there  are  those  who 
argue  that  transportation  services  are  crucial  for  outreach  to  the 
community  to  bring  in  many  clients  who  otherwise  could  not  come 
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in.  Others  argue  that  the  ADC  centers  should  not  provide  too  much 
transport,  since  family  involvement  and  contributions  are  crucial 
to  the  success  of  any  ADC  program.  Both  sides,  however,  agree 
that  transportation  should  emphasize  the  use  of  multi-purpose 
equipment.  A key  problem  with  transport,  of  course,  is  its  cost, 
which  can  often  reach  50  percent  of  program  expenditures. 

In  providing  service,  proper  space  is  central  to  success.  Not  only 
must  space  be  adequate,  but  also  access  to  needed  services  and 
supports  must  be  guaranteed,  for  example,  the  rehabilitation  facili- 
ties of  an  acute  general  hospital.  In  some  cases,  these  facilities 
suggest  a tied  relationship  to  a hospital  or  other  high-level  care 
facility;  in  others,  the  ADC  site  should  probably  be  free-standing. 
Within  the  ADC  site,  the  need  to  incorporate  a number  of  services 
puts  a premium  on  the  close  interactions  of  specialists  in  a number 
of  disciplines,  who  must  be  able  to  assume  other  roles  and  shift 
emphases  in  mounting  a team  effort,  another  crucial  aspect  of 
successful  ADC  services. 


Access  and  Quality  in  ADC 

As  with  all  types  of  care,  access,  quality,  and  cost  are  central  to 
any  consideration  of  ADC.  A fragmented  funding  situation,  coupled 
with  a lack  of  program  initiative  in  the  public  sector,  probably  has 
reduced  access  to  existing  ADC  services  and  precluded  the  develop- 
ment of  new  ADC  facilities  and  programs.  Extensive  research,  how- 
ever, is  needed  to  determine  the  actual  and  potential  need  and 
possible  utilization  of  ADC,  to  identify  the  effects  of  the  reimburse- 
ment systems  under  various  public  funding  programs,  and  to  assess 
the  consequences  of  open  entitlement  to  ADC  for  all  disabled  in  the 
community  without  a means  test.  Costs  and  implications  of  such 
open  access  must  be  considered  and  investigated,  especially  with 
respect  to  the  cost-effectiveness  of  ADC  vis-a-vis  other  care  modes. 

Among  the  more  important  access-related  questions  are  those 
associated  with  the  organization  of  ADC  facilities  and  their  relation- 
ships to  each  other.  Currently,  there  are  at  least  three  modes  of 
organization:  individual  (freestanding  or  hospital-based),  satellites 
around  a central  planning  and  logistical  support  office,  and  net- 
works composed  of  ADC  centers  as  parts  of  an  integrated  long-term 
care  structure.  Satellites  usually  are  more  general  types  of  facilities 
than  those  in  a network,  in  which  there  is  more  specialization 
according  to  service  and  client  group.  Some  analysts  argue  that  the 
network  system,  emphasizing  team  concepts  and  more  socio-medical 
models  of  care,  is  capable  of  greater  consistency  and,  thus,  can 
acquire  greater  public  acceptability  (Trager,  1979).  This  issue  also 
demands  further  research. 
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Quality  in  ADC  programs  can  be  viewed  (again  in  common  with 
other  aspects  of  social  and  health  care)  in  terms  of  input  measures, 
process,  and  outcomes  (or  outputs).  As  yet,  ADC  quality  issues 
have  not  been  sufficiently  analyzed,  nor  have  general  standards  been 
set.  It  seems  clear,  however,  that  input  quality  standards  relate  to 
staff  number  and  type,  the  definition  of  program  and  staff  goals, 
the  development  of  team  capabilities,  and  a good  data  system.  High 
process  quality  demands  comprehensive  assessment,  periodic  re- 
evaluation,  proper  case  management,  and  support  by  and  of  the 
home  environment.  Good  output  quality  requires  identification  of 
changing  functional  status,  measures  of  re-integration  into  the 
community,  and  means  of  enhancing  the  self-perception  of  individ- 
uals. In  all  three  cases,  the  quality  indicators  pertain  to  all  facets 
of  care,  but,  again,  the  lack  of  general  standards  and  the  high  com- 
munity profile  of  ADC  demand  special  attention  to  the  integration  of 
all  aspects  of  quality.  Research  is  urgently  needed  in  all  these 
areas. 

Specific  State  ADC  Programs 

Massachusetts 

A number  of  individual  State  ADC  programs  have  been  analyzed  by 
administrators  in  the  States  concerned.  Among  these  have  been 
ADC  projects  in  Massachusetts  and  California.  Neither  one  specifies 
desired  outcomes,  assesses  the  vulnerability  of  the  client  population 
to  institutionalization,  provides  much  evidence  of  the  comparability 
of  experimental  and  control  groups,  or  develops  evidence  that  the 
services  provided  and  the  clients  served  were  actually  comparable 
between  ADC  and  other  types  of  care  with  which  comparisons  were 
made.  Nonetheless,  these  descriptions  offer  a rich  set  of  institu- 
tional facts  and  provide  insights  on  the  type  of  research  designs 
which  would  enable  us  to  use  their  data  and  their  institutional  back- 
grounds to  best  advantage.  They  also  contain  some  analytical 
insights. 

Massachusetts  has  one  of  the  most  extensive  programs  in  ADC. 
Beginning  with  six  sites  in  1975  (using  Section  222  authorizations), 
the  State’s  Medicaid  authorities  have  increased  the  number  of 
sites  to  45,  serving  807  clients  as  of  August  1979."  The  experiments 
were  undertaken  because  of  the  increasing  public  attention  to  a 
wider  variety  of  service  options,  the  Federal  initiatives  under  the 
1972  Social  Security  Act  amendments,  and  the  belief  among  policy- 
makers that  fiscal  probity  and  a better  quality  of  life  for  the  chroni- 
cally sick  (and  their  families)  were  progressively  harder  to  attain 


Masschusetts’  ADC  programs  are  discussed  in  Klapfish  (1979,  1980). 
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through  institutionalization.  The  objectives  of  the  Massachusetts 
ADC  program  are  to  provide  alternatives  to  institutionalization  or  to 
delay  it;  to  provide  respite  for  families  who  may  have  to  manage 
heavy  nursing  care  responsibilities  at  home  or  who,  in  desperation, 
may  have  to  turn  to  institutionalization;  and  to  provide  cost-effective 
care  options  to  policymakers  and  to  vulnerable  populations.  Out- 
reach, both  in  case-findings  and  educating  the  public  about  ADC, 
is  deemed  a crucial  part  of  the  Massachusetts  effort. 

Initially,  the  Massachusetts  Adult  Day  Health  Program  was  to  be 
organized  on  the  three-part  (restorative,  maintenance,  and  social) 
model,  but  very  quickly  the  State  authorities  realized  that  their  own 
approach,  based  on  six  desired  outcomes  (to  restore  health,  provide 
therapeutic  recreation  and  services,  provide  social  services  and 
counseling,  provide  personal  care,  assist  with  adequate  nutrition, 
and  provide  necessary  transport)  was  more  suitable.  Accordingly, 
sites  were  chosen  and  standards  were  set  with  these  outcomes  in 
mind. 

Eligibility  for  the  ADC  program  is  determined  by  one  or  more  of 
the  following  characteristics:  the  client’s  need  for  medical  and/or 
nursing  services;  the  possible  usefulness  of  rehabilitative  and/or 
emotional  support  services  in  facilitating  the  client’s  return  as  a 
functioning  member  to  the  community;  a high  risk  of  nursing  home 
placement  for  the  client;  the  possibility  that  the  client,  presently  in 
a nursing  home,  could,  with  ADC,  return  to  the  community;  the 
client’s  being  chronically  ill  and  unable  to  survive  without  constant 
supervision.  More  generally,  patients  are  eligible  if  they  are  can- 
didates for  a Massachusetts  Level  III  nursing  home,  that  is,  they 
require  24-hour  supervision  (not  necessarily  nursing  care).  Private 
pay  and  Medicaid  patients  can  attend. 

ADC  sites  are  open  eight  hours  a day,  five  days  a week.  Partici- 
pants are  supposed  to  spend  six  hours  a day  at  the  center  (exclusive 
of  transport).  A minimum  of  a two-person  staff  is  required;  other- 
wise there  must  be  one  staff  professional  for  no  more  than  six 
patients.  An  RN  must  be  present  for  four  hours  a day,  and  all  sites 
must  be  barrier  free  for  wheelchair-bound  and  other  handicapped 
patients. 

Clients  for  the  Massachusetts  program  are  admitted  after  a three- 
week  regimen  of  visits,  interviews,  and  assessments  by  a multi- 
disciplinary team.  Data  from  the  activities  in  fiscal  year  1978  showed 
336  new  admissions,  52  percent  of  whom  came  from  health  related 
facilities  (hospitals,  SNFs,  ICFs  etc.),  22  percent  from  community 
organizations  (home  care  providers,  social  workers,  etc.),  and 
14  percent  from  self-  or  family  referral.  Increasing  success,  as  well 
as  visibility,  for  the  program  was  claimed  because,  in  fiscal  year  1978, 
a larger  number  of  referrals  had  come  from  hospital  discharge 
planners,  now  more  familiar  with  ADC  than  they  had  been  a year 
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earlier.  This  claim  suggests  that  a critical  minimum  familiarization 
period  must  occur  before  an  ADC  program  gains  legitimacy  among 
those  health  care  professionals  whose  involvement  is  essential  in 
generating  an  adequate  clientele  and  in  making  ADC  a viable  long- 
term care  alternative. 

Data  from  1978  also  showed  that  many  clients  had  mulitple 
medical  problems  although  most  suffered  from  hypertension  (26  per- 
cent), arthritis  (17  percent),  diabetes  (19  percent),  CVA  (18  percent), 
and  chronic  brain  syndrome  (7  percent).  Most  frequently,  clients 
were  disabled  in  one  or  more  of  the  following  categories:  mobility, 
walking,  bathing,  climbing  stairs,  dressing,  feeding  themselves, 
toileting,  and  wheeling  in  a chair.  About  5 percent  were  incontinent. 
More  than  50  percent  were  disabled  in  four  out  of  the  eight  areas — 
a disabled  population,  indeed!  Between  1977  and  1978,  the  vulner- 
ability of  ADC  clients  in  ambulation,  dressing,  and  bathing  increased 
slightly;  in  wheeling,  it  rose  dramatically.  The  former  increases  may 
have  arisen  because  of  greater  visibility  of  the  ADC  programs,  the 
latter  because  of  the  newly-imposed,  barrier-free  requirement.  Such 
changes  suggest  that  ADC  planners  must  be  aware  of  the  possibili- 
ties of  dynamic  changes  in  their  actual  and  potential  client  groups, 
changes  which  may  derive  from  the  regulatory  and  informational, 
as  well  as  the  clinical,  environments.  Not  surprisingly,  large  propor- 
tions of  the  clients  were  over  age  60  (79  percent;  46  percent  over 
age  75)  and  female  (65  percent).  On  the  other  hand,  40  percent  lived 
alone  (and  the  number  was  rising),  a bit  puzzling  since  a number  of 
studies  show  that  families  appear  central  to  the  success  of  regimes 
of  care  alternative  to  the  nursing  home.  Perhaps  ADC  staffs  were 
giving  special  assistance  to  these  people  with  their  daily  routines.  An 
alternative  explanation  might  be  that  these  single  people  were  less 
disabled  and  required  less  assistance  with  ADL.  They  may  also 
have  had  strong  social  supports  in  the  community,  such  as  a child 
living  nearby  or  an  outreach  group  at  a church.  Their  incomes  and 
sources  of  support  for  ADC  (for  example,  private  pay,  Medicaid)  may 
also  be  of  interest. 

On  admission  to  the  program,  ADC  clients  were  receiving  a num- 
ber of  services  other  than  ADC,  home  health  care  (15  percent  of  the 
clients)  and  home  chore  aid  (21  percent)  being  the  most  common. 
Also,  19  percent  received  physical  therapy,  13  percent,  occupational 
therapy,  and  7 percent,  speech  therapy.  ADC,  home  health  care, 
and  home  chore  services  combined  were  provided  to  8 percent  of 
the  clients.  Given  the  position  of  ADC  as  one  among  a set  of  pos- 
sible alternatives,  such  combinations  are  to  be  expected.  So  also, 
in  light  of  the  large  proportion  of  Massachusetts  ADC  recipients  who 
live  alone,  the  use  of  home  chore  aids  is  expectable.  Overall,  in 
terms  of  medical  and  functional  difficulties  and  services  received, 
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ADC  clients  were  a very  dependent  group.  How  many  more  such 
dependents  there  were  in  the  community  is  unknown. 

During  fiscal  year  1978,  37  percent  of  the  106  ADC  clients  who 
were  discharged  went  to  institutions,  although  some  of  these 
might  have  remained  in  the  community  with  ADC  had  stronger  family 
and  social  supports  been  available.  Although  42  percent  were  dis- 
charged to  the  community,  a large  share  of  that  proportion  did  not 
leave  because  they  were  “cured.”  Rather,  many  of  them  were  fearful 
of  parts  of  the  programs,  often  because  of  anxieties  about  traveling 
in  winter.  Others  were  mentally  ill  and  disruptive  to  the  other  clients. 
Still  others  had  transportation  difficulties.  A small  fraction  left 
because  they  could  not  afford  the  fees  and/or  because  their  Medic- 
aid eligibility  had  run  out  under  State  regulations. 

Among  the  clients  discharged  to  the  community,  40  percent  were 
referred  to  home  health  agencies,  10  percent  to  mental  health 
clinics,  and  5 percent  to  congregate  housing.  Two  points  emerge 
from  these  considerations  of  community  discharges:  one,  that  regu- 
lations may  determine  outcomes  different  from  those  suggested  by 
patient  condition  and  two,  that  ADC  fits  into  a set,  or  spectrum,  of 
alternatives,  appropriate  or  necessary  in  a dynamic  pattern  of 
needs. 

The  Massachusetts  ADC  program  seems  to  meet  a need  among 
Medicaid  eligible  clients,  since  69  percent  of  participants  were  in 
that  category.  The  daily  service  capacity  of  the  system  was  400 
places,  and,  on  the  average,  clients  attended  2.3  times  per  week 
(though  the  program  assumed  a figure  of  2.7  times  per  week). 
Average  absences  amounted  to  2/5  of  the  day  per  week,  suggesting 
that  absenteeism  may  constitute  a significant  element  in  program 
costs,  since  staff  and  other  costs  are  based  on  assumptions  about 
care  actually  programed  for  client  groups.  If  the  centers  operated 
at  100  percent  of  capacity,  program  costs  per  client  came  to  $13.16 
per  day;  at  80  percent,  they  amounted  to  $16.46.  Staff  allocations 
absorbed  74  percent  of  total  costs;  overhead  and  other  program 
costs  (independent  of  staff)  accounted  for  the  rest.  Transport  costs 
were  estimated  at  $4  to  $5  per  round  trip  per  person,  most  clients 
traveling  in  ADC  vehicles  or  other  community  vehicles. 

Based  on  these  figures  and  assessments  of  clients’  satisfaction 
(and  provider  perceptions),  the  Massachusetts  authorities  claimed 
that  their  ADC  program  was  cost-effective.  While  it  is  true  that 
the  average  daily  program  costs  were  far  below  those  of  a nursing 
home,  there  were  no  data  on  the  total  social  costs  of  the  program, 
nor  was  there  any  information  given  comparing  services  provided 
and  service  quality  between  ADC  and  other  care  modes.  Similarly, 
there  was  no  comparison  of  the  effectiveness  of  ADC  and  other 
care  modes  in  serving  similar'populations.  Moreover,  the  numbers 
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served  are  quite  small  in  comparison  to  the  total  long-term  care 
clientele,  so  that  the  efficacy  of  ADC  in  dealing  with  the  mass  of 
long-term  care  vulnerability  in  Massachusetts  has  yet  to  be  demon- 
strated. As  indicated  earlier,  these  omissions  are  shared  with  many 
other  analyses  of  alternatives.  Nevertheless,  the  Massachusetts 
reports  are  instructive  for  their  insights  about  client  characteristics, 
the  role  of  transport,  the  technical  possibility  of  maintaining  highly 
disabled  people  in  an  ADC-supported  environment,  and  the  need 
for  a multi-faceted  approach  to  ADC.  In  the  Massachusetts  analyses, 
furthermore,  the  dynamic  element  and  the  impact  of  regulations  and 
other  institutional  barriers  emerge  very  clearly.  So  also,  the  com- 
plementarity of  ADC  with  other  forms  of  care  and  its  potential  as  an 
“add-on”  to  other  long-term  care  provision  is  definitely  shown. 

California 

Some  of  the  California  reports  are  particularly  interesting  because 
they  focus  on  changes  in  the  conditions  of  the  ADC  clients  and 
because  they  are  conoerned  with  comparative  costs.  Most  of  the 
latter  appear  as  a result  of  discussions  between  the  California 
Department  of  Finance  and  the  State’s  Health  and  Welfare  Agency 
(California  Health  and  Welfare  Agency,  1979). 

In  general,  the  California  reports  on  a series  of  Section  1115 
demonstrations  assert  that  ADC  is  more  satisfactory  than  nursing 
home  care  on  the  grounds  of  convenience,  personal  response,  and 
quality  of  life.  The  most  startling  outcome  of  the  California  ADC 
programs  was  the  claim  that  70  to  79  percent  of  the  ADC  clients 
were  eligible  for  SNF/ICF  care  and  yet  were  maintained  in  the 
community.  (Note  that  they  may  not  have  used  such  care.)  Overall, 
the  ADC  clients  were  highly  disabled:  20  percent  were  disabled  in 
five  or  more  ADL  categories;  71  percent  were  disabled  in  one  or 
more.  In  general,  the  clients  of  the  various  State-supported  Sec- 
tion 1115  projects  were  helped  in  regaining  continence  of  bladder 
and  bowels  (90  percent),  losing  their  aphasia  (50  percent),  and 
regaining  the  ability  to  dress  themselves  (40  percent).  There  were 
also  improvements  for  diabetics,  who  were  able  to  administer  their 
own  insulin,  for  insomniacs,  and  for  those  suffering  from  depression. 
Families  were  also  helped  in  their  abilities  to  cope  with  stress  and 
to  accept  their  relatives’  disabilities. 

On  the  cost  side,  the  California  officials  claimed  that  the  chroni- 
cally sick  not  in  ADC  programs  were  significantly  more  expensive 
(in  terms  of  State  revenue  allocations)  than  were  ADC  clients.  In 
the  case  of  the  San  Diego  experimental  (ADC)  and  control  (non- 
ADC)  groups,  75  percent  of  the  latter’s  costs  stemmed  from  hospital 
and  ICF  usage,  presumably  unnecessary  for  the  ADC  clients.  Put  in 
other  terms,  it  was  claimed  that,  by  contrast  with  non-ADC  users, 
ADC  users  experienced  large  cost  savings  for  combined  hospital 
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and  nursing  home  care,  hospital  care  alone,  and  nursing  home  care 
alone.  Overall,  the  total  cost  of  services  provided  by  MediCal  (Cali- 
fornia’s Medicaid  program),  SSI,  and  home  care  (used  by  14  percent 
of  the  San  Diego  and  33  percent  of  the  Sacramento  ADC  clients) 
was  $396.51  per  month,  well  below  that  of  nursing  home  provision. 

As  with  the  Massachusetts  reports,  those  from  California  are  rich 
in  institutional  detail,  but  they  provide  modest  information  on  assess- 
ing costs  and  effectiveness.  For  example,  although  experimental  and 
control  groups  were  presumably  analyzed,  no  data  were  presented 
on  the  dimensions  of  comparability.  Did  these  groups  really  have 
the  same  characteristics?  What  were  the  outcomes  for  those  patients 
not  in  ADC  programs?  What  would  have  happened  to  the  ADC 
clients  if  they  had  had  no  ADC  programs?  With  respect  to  costs, 
no  contrasts  were  offered  between  the  costs  of  the  same  services 
in  differing  modalities.  In  addition,  the  State  health  administrators 
rejected  the  inclusion  of  family  and  other  secondary  and  tertiary 
costs  on  the  grounds  that  they  were  already  included  in  the  SSI 
payments.  (It  should  be  noted  that  the  California  Department  of 
Finance  had  included  family  costs.) 

General  Analyses  of  ADC 

In  general,  ADC  has  not  been  as  thoroughly  analyzed  as  has  home 
care  (though  much  institutional  data  does  exist),  yet  the  work  of 
Kiernat  and  Weissert  offers  some  insights  into  both  the  substantive 
issues  and  the  problems  inherent  in  assessing  ADC  or  any  other 
alternative  care  mode.4 

Kiernat’s  survey  in  the  early  1970s  of  ADC  programs  found  only 
15  which  met  the  conventional  and  Federal  definition  of  ADC.5 
Over  half  of  these  were  Federally  funded  demonstrations.  The 
average  patient  load  was  40;  the  modal  attendance  was  three  to  four 
days  per  week.  Over  half  of  the  patients  lived  alone,  25  percent  with 
a spouse,  and  16  percent  with  a child.  In  most  cases,  admittance  to 
the  program  was  contingent  on  having  a stable  home  environment 
(thus  possibly  indicating  the  key  role  of  the  “relevant  other”),  dis- 
playing no  harmful  behavior,  not  being  bedridden,  being  able  to  pay 
for  a portion  of  the  care  provided,  and  having  a physician  available 
in  the  community.  Both  the  Kiernat  study  and  the  Massachusetts 
data  discussed  earlier  indicate  that  large  numbers  of  ADC  clients 


4 The  reports  and  censuses  of  Edith  Robbins  of  HCFA  provide  us  with 
virtually  the  only  overall  source  of  information  on  the  characteristics  of  ADC 
programs  and  clients.  These  thorough  and  clearly  presented  internal  sources 
of  information  might  serve  as  the  basis  for  further  research  on  the  costs 
and  effectiveness  of  ADC  programs. 

5 See  the  discussion  of  the  Kiernat  study  in  Doherty,  Segal,  and  Hicks 
(1978). 
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live  alone.  Perhaps  some  ADC  clients  may  not  be  as  disabled 
as  commonly  believed.  Research  is  definitely  indicated  in  this  area. 

Weissert’s  studies  cover,  first,  some  older,  established  programs 
and,  second,  a series  of  Section  222  experiments  (under  P.L.  92- 
603)  mandated  by  Congress  in  1972.  These  experiments  and  re- 
search first  covered  10  sites  and,  later,  six  projects  under  222  Medi- 
care waivers.  The  latter  were  analyzed  in  great  detail  (Weissert, 
1980;  Weissert  et  al,  February  1980,  June  1980,  Fall  1980).  In  both 
sets  of  experiments,  the  following  questions  were  central  to  the 
analysis: 

• Would  the  provided  services  reduce  institutionalization? 

• What  would  their  impact  be  on  the  costs  and  use  of  other 
Medicare-supported  services? 

• Would  the  services  be  effective  in  maintaining  or  improving 
physical,  psycho-social,  and/or  ADL  functioning? 

• Would  the  services  postpone  death? 

In  the  earlier  study  of  10  sites  and  300  clients,  emphasis  was 
placed  on  cost  comparisons  with  nursing  homes.  In  the  latter,  it 
was  on  a cost-effectiveness  analysis  of  ADC.  The  former  study  did 
not  explicitly  sort  clients  for  nursing  home  vulnerability,  but  Weissert 
(1976)  claims  that  need  for  Medicaid  eligibility,  the  thrust  of  some 
ADC  programs  as  facilitators  of  inpatient  release  from  rehabilitation 
facilities,  and  the  mission  of  others  as  recipients  of  deinstitution- 
alized mental  patients  ensured  comparability  of  the  type  desired. 
In  general,  he  found  that  ADC  daily  costs  exceeded  those  of  nursing 
homes  but  that  the  costs  per  episode  of  care  were  lower  for  ADC 
than  for  nursing  home  patients,  largely  because  the  former  used 
fewer  days  of  care.  ADC  care  cost,  therefore,  could  be  lower  than 
nursing  home  costs  by  as  much  as  37  to  60  percent,  at  least  to  the 
third-party  payers.  Recognizing  that  nursing  homes  provide  shelter, 
food,  and  warmth  (cooling),  as  well  as  care,  Weissert  added  an 
amount  taken  from  the  Bureau  of  Labor  Statistics  (BLS)  budget 
estimates  for  a retired  couple  to  derive  a social  cost  of  provision 
(though  one  excluding  some  of  Doherty’s  secondary  and  tertiary 
costs;  see  Chapter  VII),  which  showed  annual  cost  savings  ranging 
from  about  $860  to  over  $2,400  per  year  for  ADC  compared  to  nurs- 
ing home  care.  The  range  of  social  saving  from  using  ADC  was 
thus  12  to  35  percent  contrasted  with  nursing  homes. 

Although  these  numbers  seem  impressive  and  suggest  that  ADC 
should  be  explored  further  on  cost  grounds  alone,  this  particular 
study  of  Weissert’s  raises  a number  of  problems.  First,  the  assump- 
tion that  ADC  clients  in  these  experiments  were  comparable  in 
medical,  socio-psychological,  or  functional  terms  with  those  other- 
wise destined  for  nursing  homes  is  dubious.  Also,  although  Weissert 
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explicitly  limits  his  comparison  to  clients  who  stay  for  a full  year 
of  care,  Grimaldi  (1979)  makes  the  valid  point  that  comparing  costs 
for  episodes  of  care  may  require  the  analyst  to  look  at  nursing  home 
patients  who  stay  for  less  than  a year  with  ADC  clients  who  stay  for 
a longer  period.  Part  of  the  cost  comparison  may  thus  be  of  time 
as  well  as  money.  Grimaldi  also  notes  that  the  relevant  comparison 
may  really  be  that  between  ICFs  (not  SNFs)  and  ADC.  In  addition, 
the  wide  range  of  cost  figures  among  facilities  is  not  adequately 
explained  by  the  use  of  medians  in  the  cost  comparisons.  The 
size  of  the  variance  is  statistically  and  analytically  important.  In- 
deed, sources  of  great  cost  variation  must  be  examined  in  some 
detail  before  reliance  can  be  placed  on  medians  or  other  measures 
of  central  tendency  for  comparison  purposes.  Grimaldi  also  points 
out  that  the  cost-of-living  component  in  ADC  may  be  underrated, 
since  ADC  clients  may  well  run  up  costs  beyond  those  incurred 
by  a self-supporting,  urban,  reasonably  healthy,  and  ADL-competent 
couple,  the  entity  for  which  the  BLS  cost  of  living  figures  are 
developed. 

Notwithstanding  criticisms  of  this  type,  Weissert’s  analysis  offers 
one  of  the  first  rigorous  attempts  to  cost  out  the  ADC/nursing 
home  comparison  in  terms  of  the  magnitudes  which  must  be  con- 
sidered. The  main  policy  and  analytical  point  is  that  ADC  and  other 
alternative  programs  may  be  add-ons  rather  than  substitutes  for 
existing  regimes  of  care,  especially  the  nursing  home.  This  conclu- 
sion is  even  more  emphasized  in  Weissert’s  later  work.  Grimaldi 
puts  the  point  well  when  he  says  that,  if  this  is  so,  the  key  question 
may  be  whether  society  is  interested  in  enhancing  the  lives  of  the 
elderly,  not  whether  one  form  of  care  is  more  cost-effective  than 
another.  The  applicability  of  this  observation  to  the  whole  range  of 
alternatives  is  obvious. 


Section  222  ADC  Experiments 

Originally,  for  the  second  set  of  reports,  almost  1,900  elderly 
Medicare  eligibles  were  to  have  been  included  in  a series  of  experi- 
ments at  four  ADC  sites  in  1978.  Approximately  half  of  the  group 
was  to  be  offered  ADC  and/or  homemaker  services,  and  half  were 
not  (Weissert  et  al,  February  1980,  June  1980,  Fall  1980).  Only  1,153 
individuals  were  finally  analyzed  for  all  types  of  services,  however, 
because  of  data  problems.  Both  the  experimental  and  the  control 
(that  is,  those  not  receiving  services)  groups  were  determined  by 
health  professionals  to  be  able  to  use  such  services.  The  intent 
of  the  experiment  was  to  see  whether  the  provision  of  ADC  services 
emphasizing  rehabilitation  and  medical  care  made  any  difference  in 
terms  of  institutionalization  and  certain  health  and  psycho-social 
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outcomes  (including  death)  and  to  explore  differences  in  costs. 
Data  were  analyzed  with  both  univariate  and  multivariate  techniques. 

Data  from  the  four  ADC  sites  indicate  that  there  were  seemingly 
few  major  differences  in  personal  characteristics  between  the  ADC 
experimental  and  control  groups  (384  people  overall),  although  some 
subtle  variations  may  underlie  anomalies  discussed  below.  The 
average  age  of  the  groups  was  74-75;  most  were  female  (over  55  per- 
cent); three-quarters  of  them  lived  with  others;  most  were  moderately 
or  severely  dependent  (requiring  help  from  others  with  two  or  more 
ADL  functions);  most  had  not  been  recently  hospitalized.  The  ADC 
experimental  group  had  slightly  more  members  under  75  and  living 
with  others,  but  they  were  less  likely  to  have  been  hospitalized  than 
the  controls.  Average  attendance  was  70  times  per  year  (1.3  days 
per  week)  although  the  frequency  range  was  very  wide,  from  five 
times  per  week  to  once  during  the  whole  year.  The  most  regular 
attenders  were  severely  disabled,  white  females,  most  of  whom 
had  been  hospitalized  just  prior  to  the  program’s  onset.  They 
attended  an  average  of  100  sessions  during  the  year  and  were 
probably  custodial  care  patients  rather  than  rehabilitation  candi- 
dates. Among  special  therapies,  physical  therapy  was  used  by  54 
to  100  percent  of  patients  (depending  on  site)  and  occupational  ther- 
apy by  35  to  100  percent. 

In  terms  of  outcomes,  the  ADC  group  experienced  a lower  rate  of 
use  of  SNFs:  four  versus  nine  days.  Also,  among  those  who  actually 
went  into  institutions,  the  experimental  group  averaged  37  days  in 
an  SNF  versus  42  for  the  control  group.  Weissert  believes,  how- 
ever, that  the  low  rates  of  use  of  SNFs  by  both  the  experimental 
(11  percent)  and  control  groups  (21  percent)  indicate  that  most  of 
the  people  in  the  demonstrations  were  not  destined  for  institution- 
alization anyway.  Therefore,  his  general  conclusion  for  ADC  is  that 
it  would  be  an  additional  benefit  under  Medicare  rather  than  a 
substitute  for  the  SNF,  as  is  often  claimed. 

Physical  functioning  among  ADC  users  was  better  maintained  or 
improved  than  among  the  controls,  even  after  allowing  for  those 
who  died.  The  data  seem  equivocal,  however,  on  two  grounds: 
(1)  when  those  who  died  are  excluded,  the  difference  in  ADL  is  not 
quite  statistically  significant,  and  (2)  data  for  the  interval  between 
the  fourth  and  fifth  quarters  of  the  experiment  show  slight  functional 
improvements  among  the  control  group  but  a continuation  of  decline 
in  the  group  receiving  ADC  services.  One  clear  finding  did  emerge: 
increased  ADC  utilization  was  associated  with  greater  improvement 
in  ADL.  This  was  especially  true  when  ADL  results  were  lagged  by 
one  or  two  quarters  after  receipt  of  services.  On  the  other  hand,  if 
clients  who  died  are  excluded  from  the  analysis,  the  improvement  in 
ADL  functioning  did  not  remain.  Furthermore,  both  Weissert  and 
Grimaldi-Sullivan  noted  that  heavy  ADC  users  may  have  self-selected 
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themselves,  that  is,  they  may  have  been  better  able  to  use  ADC  in 
the  first  place  (Weissert  et  al,  June  1980;  Grimaldi  and  Sullivan, 
1981). 

A somewhat  equivocal  finding  in  the  Weissert  analysis  was  that 
ADC  may  reduce  mortality  among  users,  but  just  exactly  how  is  not 
clear.  It  should  be  noted  that  Weissert’s  mortality  findings  may 
derive  from  methodological  problems,  since  25  percent  of  the 
original  experimental  group  refused  the  ADC  services  and  was 
excluded  from  the  analysis.  Because  non-users  were  reported  to  be 
older,  more  likely  to  be  in  institutions,  and  had  a higher  death  rate 
than  users,  the  mortality  rates  among  the  original  experimental 
group  may  have  been  understated.  Overall,  some  38  percent  of  all 
people  originally  scheduled  to  participate  in  the  Section  222  experi- 
ments (including  receipt  of  home  care)  were  excluded  from  the 
final  analysis  (Stassen  and  Holahan,  1981).  ADC  users  also  seemed 
more  contented  than  non-users  and  seemed  to  have  higher  levels  of 
activity  and  mental  functioning.  These  outcomes  may  be  the  most 
important  from  the  perspective  of  enhanced  quality  of  life,  reinforc- 
ing the  claims  of  some  ADC  supporters. 

Weissert’s  cost  analysis  was  couched  solely  in  terms  of  Medicare- 
reimbursed  costs,  both  for  ADC  services  and  all  others.  ADC  costs 
per  person  came  to  $3,235  per  year.  Medicare  costs  for  services 
other  than  ADC  were  $543  higher  ($3,809  versus  $3,266)  among  the 
control  group  than  among  the  experimental  group;  however,  when 
ADC  costs  are  added  in,  the  experimental  group  cost  $2,692  or 
71  percent  more  ($6,501  versus  $3,809)  then  the  controls.  Note  that 
no  attribution  was  made  for  family  costs  or  other  secondary  or 
tertiary  costs.  Medicaid  costs  were  not  included,  although  they 
were  discussed  in  the  analysis.  Their  inclusion  might  have  altered 
the  cost-effectiveness  comparisons  significantly  (Stassen  and  Hola- 
han, 1981).  On  the  other  hand,  some  of  Weissert’s  earlier  work 
comparing  nursing  home  costs  with  ADC  plus  home  support  costs 
showed  that  ADC  could  be  12  to  35  percent  cheaper  if  offered  by 
more  socially  oriented  ADC  facilities.  Average  daily  ADC  and  other 
Medicare  costs  (based  on  pooled  data)  in  the  earlier  study  were 
about  $25  per  day  versus  $52  per  day  in  the  later  one.  What  is 
suggested  is  a study  comparing  social  ADC  support  with  that  pro- 
vided by  an  SNF  regime,  an  ICF  regime,  or  both.  This  would,  of 
course,  require  some  degree  of  Medicaid  involvement  and  would 
have  to  recognize  the  possible  add-on  nature  of  ADC. 

Steven  Clauser  has  provided  a strong  internal  agency  critique 
of  the  Weissert  report.6  His  criticisms  relate  mainly  to  the  design 


6 Clauser’s  critique  is  also  being  published  in  Home  Health  Care  Services 
Quarterly,  forthcoming. 
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of  the  intervention  being  assessed  and  to  shortcomings  in  method. 
Regarding  the  former,  Clauser  noted  the  relatively  short  time  of  the 
experiments  (12  months),  particularly  in  relation  to  the  time  frames 
of  most  long-term  care  problems.  He  also  noted  gaps  in  informa- 
tion provided  about  the  availability  of  services  to  both  experimental 
and  control  groups  under  Title  XX  (especially  in  California),  as  well 
as  the  fact  that  over  49  percent  of  the  control  group  used  no 
services  at  all  and  that  the  attrition  rate  in  the  project  was  over 
25  percent.  Methodologically,  he  criticized  the  asymmetry  of  assess- 
ments across  sites,  the  number  of  clients  omitted  from  the  study 
for  reasons  of  data  weakness,  and  the  lack  of  data  on  input  costs 
and  cost  of  living  differences  among  ADC  site  areas.  Perhaps  most 
forceful  was  the  observation  that  family  and  other  ancillary  costs 
were  omitted  from  consideration.  Given  the  presumed  central  role 
of  the  family  in  the  success  of  ADC  and  other  alternatives,  this 
could  be  a significant  omission.  Clauser  also  believed  that  the  con- 
clusions of  the  report  are  not  nationally  applicable  because  of  con- 
centration on  projects  in  the  Northeast,  California,  and  Kentucky, 
and  because  of  little  consideration  of  skill  or  quality  differences 
among  providers.  (Weissert,  in  personal  communication,  claimed 
that  there  were  no  significant  differences.)  Potential  client  aware- 
ness of  the  short-term  and  experimental  nature  of  the  projects  may 
have  reduced  utilization.  (It  should  be  noted  that  all  demonstrations 
and  experiments  are  subject  to  this  shortcoming.) 

Clauser  also  focused  heavily  on  the  shortcomings  of  the  cost 
analysis  and  the  alternatives  questions  raised  by  Weissert  himself. 
On  the  former,  Clauser  claimed  that  average  cost  data  were  em- 
ployed with  no  attempt  to  isolate  sources  of  site-specific  differences 
in  marginal  costs,  a very  important  omission  when  variations  among 
observations  are  as  large  as  in  this  case.  Also,  the  fact  that  experi- 
mental costs  were  so  much  higher  than  costs  of  similar  programs 
reimbursed  under  Medicaid  may  be  relevant.  Certainly  this  type  of 
difference  is  important,  since  it  raises  doubts  about  the  necessity 
of  the  high  costs  found  under  the  222  experiments  and  about  the 
impacts  of  different  reimbursement  systems  on  the  findings  of 
research  and  experiments  of  this  type.  As  to  the  alternatives  issue, 
Clauser  noted  that  these  experiments  were  aimed  (at  least  im- 
plicitly) at  the  more  medically  dependent  client;  yet  no  attempt  was 
made  to  use  the  assessment  process  to  obtain  this  type  of  client. 
One  may  speculate,  in  light  of  this  comment  of  Clauser’s,  whether 
the  low  levels  of  institutionalization  found  in  the  experimental  and 
control  groups  did  not  reflect  a lack  of  effective  “targeting”  for  ADC 
services.  Indeed,  Weissert  (1981)  argues  that  targeting  on  small 
groups  is  needed  if  ADC  or  other  alternatives  are  to  make  much 
difference. 
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Overall,  Clauser  doubts  that  Weissert’s  conclusions  can  be  ac- 
cepted without  further  analysis  on  the  222  data.  He  also  argues  for 
research  and  demonstration  programs  focusing  on  Medicaid-eligible 
populations  and  for  true  randomization  of  placements,  longitudinal 
studies,  implementation  and  data  quality  control,  and  the  analysis 
of  more  broadly  based  systems  of  provision. 

Grimaldi  and  Sullivan  (1981)  have  a similar  set  of  comments  about 
these  Weissert  studies.  In  the  first  place,  they  note  (as  do  Weissert 
et  at)  that  the  providers  in  the  study  were  not  randomly  selected,  so 
their  service  costs  may  differ  widely  from  those  of  other  providers. 
Second,  the  participants  may  not  have  represented  those  who  would 
have  been  covered  had  ADC  (and  homemaker  services)  been  more 
widely  available.  Third,  the  findings  might  well  have  differed  under 
real  life  circumstances  compared  to  the  experimental  conditions 
employed  for  the  studies.  Grimaldi  and  Sullivan  additionally  believe 
that  the  widely  available  social  ADC  programs  might  add  to  the  net 
cost  of  long-term  care.  The  argument  rests  on  the  belief  that  the 
social  ADC  model  might  serve  more  as  an  addition  than  as  a substi- 
tute for  nursing  home  care.  Weissert  shares  this  view.  They  con- 
clude, however,  that  ADC  programs,  even  though  creating  more 
costs,  might  still  be  desirable  because  of  their  demonstrated  influ- 
ence on  feelings  of  contentment  among  the  users.  The  analysis 
thus  closely  parallels  those  of  Clauser  and  Weissert  himself  in 
certain  particulars. 

Because  of  the  complex  nature  of  long-term  care  dependency, 
Weissert  and  colleagues  undertook  a multivariate  analysis  of  patient 
outcomes  in  different  long-term  care  modes.  Their  data  were  essen- 
tially those  of  the  earlier  222  studies,  and  their  focus  was  the  impact 
of  ADC  and  home  care  on  patient  well-being.  Their  use  of  multi- 
variate techniques  is  all  the  more  important,  since  their  other 
research  was  based  essentially  on  bivariate  analysis  (Wan,  Weis- 
sert, Livieratos,  1978;  Weissert  et  at,  June  1980). 

Clients  were  assessed  on  ADL;  their  orientation  to  time,  person, 
and  place  (using  a Mental  Status  Quotient  assessment  instrument); 
their  happiness;  their  social  activities;  and  their  individual  activities. 
These  assessments  yielded  26  variables,  organized  in  five  cate- 
gories. The  first — socio-demographics — encompassed  age  75  and 
older,  sex,  race,  living  status  (alone,  with  others),  and  marital  status. 
Social  indicators  were  those  on  contentment,  mental  activity,  and 
personal  activity.  Physical  status  was  largely  examined  in  terms  of 
chronic  conditions.  Prognoses  measures,  based  largely  on  physical 
condition,  were  also  used.  Last,  researchers  analyzed  use  of  health 
services,  that  is,  when  and  how  intensely  the  patient  had  used 
hospitals,  SNFs,  home  care,  hospital  outpatient  services,  and/or 
ambulatory  care  services. 
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The  researchers  then  linked  these  variables  to  perceived  patient 
outcomes  for  those  clients  involved  in  ADC  and  home  care  programs 
versus  those  who  were  not.  Although  it  appeared  that,  on  a single 
variate  basis,  a more  intense  use  of  both  services  led  to  an  improve- 
ment in  some  outcomes  (as  shown  by  improved  functional  capacity, 
greater  happiness  and  contentment,  etc.)  the  multivariate  analysis 
showed  that  factors  other  than  use  of  experimental  services  were 
more  effective  in  explaining  outcomes.  Very  significant  were  pri- 
mary diagnoses,  impairment  prognoses  (based  on  ADL  assessments), 
and  the  number  of  inpatient  hospital  days.  In  particular,  positive 
outcomes  appeared  related  to  living  status  (living  with  others  was 
beneficial),  whether  the  patient  had  a high  activity  level  and/or  men- 
tal health  function  at  the  beginning  of  the  experiment,  whether  the 
patient  had  a digestive  or  traumatic  problem,  whether  the  patient 
had  a prognosis  of  decline  in  ADL  functioning  and  of  increases  in 
bedfast  disability  and  bed  utilization,  whether  the  patient  had  a 
prognosis  of  maintenance  or  improvement  in  ADL  functioning,  and 
whether  the  patient  used  a high  volume  of  ADL  and/or  hospital  based 
ambulatory  care. 

Because  of  data  contamination  and  the  necessity  of  excluding 
a number  of  potential  candidates  from  the  pools  of  both  ADC  users 
and  controls,  Weissert  and  his  research  group  later  analyzed  their 
ADC  data  in  three  sections  (Weissert,  Wan,  Livieratos,  and  Katz, 
1980;  Weissert  et  at,  Fall  1980).  The  first  analysis  essentially  repli- 
cated the  one  just  described.  The  second  analysis  included  those 
people  who  had  been  chosen  for  the  experimental  group  but  who 
had  not  used  the  ADC  services.  It  also  included  members  of  the 
control  groups  (that  is,  those  to  whom  ADC  services  were  not  to  be 
given  under  the  experiment)  who  had  used  the  services.  Essentially, 
the  comparison  was  between  all  users  and  non-users,  regardless  of 
their  assignment  to  the  experimental  or  the  control  groups.  On  a 
single  variate  basis,  that  is,  correlating  only  ADC  with  outcomes,  it 
appears  that  use  of  ADC  enhanced  survival  probabilities  and  func- 
tioning and  reduced  the  probability  of  institutionalization.  On  the 
other  hand,  if  other  variables  (such  as  demographic,  psycho-social 
functioning,  various  prognostic  measures,  etc.)  were  included 
through  use  of  a Multiple  Classification  Analysis  (MCA),  the  impact 
of  ADC  dropped  markedly,  and  the  relationships  were  found  not  to 
be  statistically  significant. 

A similar  type  of  analysis  comparing  all  members  of  the  experi- 
mental and  control  groups,  regardless  of  their  actual  use  or  non-use 
of  the  ADC  services,  was  undertaken  to  control  for  the  greater  like- 
lihood of  death  among  assigned  ADC  users  who  did  not  use  the 
services  than  among  other  groups  in  the  study.  The  most  interest- 
ing result  in  this  analysis  was  that  the  probability  of  death  was 
higher  among  older  members  of  the  experimental  groups  than 
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among  the  control  group.  For  patients  under  75,  the  reverse  was 
true.  However,  the  size  of  this  influence  was  small  and  found  to  be 
non-significant  when  subjected  to  MCA  types  of  analysis. 

From  this  analysis,  it  is  clear  that  the  impact  of  ADC  (and  home 
care,  for  that  matter)  is  not  single-valued  and  that,  again,  one  is 
confronted  with  both  the  complex  interaction  of  determinants  of 
dependency  and  with  the  intricacies  of  time-related  influences — in 
short,  both  patient  and  system  dynamics.  Also,  it  must  be  recognized 
that  some  of  the  determinants  of  outcomes  were  also  some  of  the 
outcomes  sought,  for  example,  change  in  ADL  functioning. 

On  balance,  it  appears  that  this  type  of  experiment  shows  several 
things.  ADC  by  itself  does  not  determine  outcomes.  Also,  a pattern 
of  continuing  care  must  be  provided  on  a patient-specific  basis  to 
achieve  maximum  results  from  regimes  of  ADC  and  home  care. 
Furthermore,  ADC  and  home  care  appear  related  to  enhanced  feel- 
ings of  mental  well-being  and  contentment  and  to  a feeling  of 
physical  well-being.  Their  impact,  alone,  on  physical  activity  appears 
limited. 

In  terms  of  further  research  on  the  cost-effectiveness  of  ADC  and 
home  care,  socio-demographic,  physical  health,  and  health  care 
utilization  factors  must  all  be  controlled  for.  Moreover,  much  pre- 
liminary theorizing  must  be  undertaken  in  relation  to  the  mechan- 
isms and  circumstances  relevant  to  dependency;  this  theory  must 
be  especially  sensitive  to  dynamic  considerations.  At  the  risk  of 
being  unduly  repetitious,  these  methodological  and  theoretical  struc- 
tures must  be  considered  in  connection  with  research  on  all  modali- 
ties of  care  (including  institutional  care)  and  are  especially  relevant 
to  long-term  care. 

Some  Preliminary  Conclusions 

Brahna  Trager’s  report  (1979)  on  the  1977  and  1978  conferences 
on  ADC  provides  a useful  summary  for  this  discussion.  She  observes 
that  a number  of  characteristics  and  requirements  are  common  to 
all  ADC  programs.  All  must  be  carefully  planned,  yet  amenable  to 
criticism  and  change.  All  should  have  clear  goals  and  objectives 
for  their  services,  most  particularly  those  which  see  ADC  as  part  of 
a spectrum  of  care  rather  than  an  answer  in  itself.  The  auspices 
of  care,  as  well  as  the  organization  of  financial  and  staff  support, 
must  be  clearly  understood  and  their  limitations  expressed  in  the 
program  undertaken.  Care  setting  requirements  and  availability 
must  be  previously  determined,  as  must  staff  training  and  adminis- 
trative and  organizational  procedures.  Coordination  with  other  care 
modes  must  be  emphasized,  as  must  the  involvement  of  clients  and 
families  in  the  design  and  delivery  of  services.  This  last  is  important 
because  patients’  needs  must  be  clearly  understood,  because  family 
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support  may  be  crucial  to  the  success  of  an  ADC  program,  and 
because  family  assumption  of  responsibility  may  be  highly  influential 
in  determining  outcomes  for  disabled  family  members.  For  many 
of  the  same  reasons,  community  support  is  important  in  determin- 
ing outcomes  for  the  dependent.  Hence,  community  support  must 
also  be  solicited  and  incorporated  into  the  ADC  effort.  Finally,  in 
order  that  maximum  benefit  be  derived  from  an  ADC  program,  and 
in  order  that  necessary  changes  may  be  made  in  a timely  fashion, 
data  collection  must  be  designed  in  advance,  data  systems  must 
be  efficient,  and  standards  and  regulations  must  be  clear  and  direct. 
These  mandates  of  course  apply  to  all  long-term  care  modes. 

In  light  of  these  strictures,  a number  of  research  areas  are  espe- 
cially relevant.  Clearly,  we  need  to  sharpen  our  knowledge  about 
the  population,  either  in  the  community  or  in  other  care  settings, 
which  might  benefit  from  ADC.  This  demands  more  knowledge  about 
the  determinants  of  vulnerability  and  the  interactions  among  various 
care  modes  in  ministering  to  vulnerability,  an  issue  raised  earlier. 
So  also  we  need  to  know  the  labor  force  and  space  requirements 
for  individual  ADC  sites  and  for  an  ADC  system,  especially  one 
which  is  a part  of  a larger  long-term  care  system.  Likewise,  we 
need  to  know  about  the  design  of  regulations  which  will  help  to 
produce  the  outcomes  desired  from  ADC  in  a long-term  care  system. 
We  also  need  to  determine  the  minimum  data  needs  and  the  means 
for  integrating  ADC  records  with  larger  sets  of  long-term  care  data, 
especially  those  related  to  assessment  and  patient  characteristics. 
As  indicated  earlier  in  relation  to  the  operation  of  ADC  programs  in 
Massachusetts,  and  as  we  have  stated  in  previous  parts  of  this 
chapter,  analytically  precise  methods  of  reimbursement  and  costing 
should  be  identified  as  a matter  of  research.  The  effect  of  reimburse- 
ment and  costing  methods  on  outcomes  and  on  the  operation  of 
ADC  programs  must  be  understood  so  that  perverse  effects,  not 
related  to  patient  needs,  may  be  eliminated. 

A Final  Caveat 

As  a result  of  his  own  and  his  colleagues’  research,  and  after  a 
review  of  four  sets  of  alternative  demonstration  results  (Connecticut 
Triage,  Wisconsin  Community  Care  Project,  Georgia  Alternative 
Health  Project,  and  Prof.  Katz’s  use  of  home  health  aide  teams), 
Weissert  comes  to  a set  of  conclusions  much  at  variance  with  con- 
ventional wisdom  (1981,  forthcoming).  In  the  first  place,  he  believes 
that  all  of  these  data  indicate  that  the  development  of  alternatives 
will  add  to  health  services  utilization  rathe'  than  serve  as  substitutes 
for  more  expensive  modes  of  care.  In  many  cases,  the  individuals 
served  were  already  at  very  low  risks  of  institutionalization  (from  a 
low  of  1.6  percent  to  a high  of  22  percent).  If  users  of  ADC  and  other 
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alternatives  were  not  likely  to  be  nursing  home  candidates,  a correct 
alternatives  program  should  ensure  that  they  would  receive  some 
benefit  from  the  services  received.  The  trouble,  according  to  Weis- 
sert,  is  that  neither  his  own  research  nor  the  research  he  reviewed 
seems  to  show  that  users’  health  conditions,  functional  status,  or 
mortality  rates  showed  much  effect  from  the  services  received.  Only 
feelings  of  contentment  (quality  of  life,  perhaps)  were  enhanced, 
although  there  may  have  been  some  effects  on  mortality  as  a result 
of  receiving  home  care  services.  (This  finding  is  considered  in 
Chapter  IX.)  It  should  be  noted  that  Stassen  and  Holahan  (1981) 
come  to  the  same  conclusions  regarding  mortality  or  functional 
improvements  from  receipt  of  ADC  services. 

In  Weissert’s  view,  these  findings  suggest  two  imperatives:  (1)  to 
ensure  that  alternatives  . . provide  beneficial  impacts  on  health 
status  or  that  they  reduce  costs”  by  substituting  cheaper  for  more 
expensive  care,  and  (2)  to  target  alternatives  for  those  most  likely  to 
benefit  while  precluding  use  by  those  who  would  not.  In  one  sense, 
we  face  the  technical  problem  of  serving  existing  clients  in  new 
ways.  In  another  sense,  the  practical  reality  lies  in  the  politics  of 
adding  new  client  groups  while  ensuring  that  those  groups  will  really 
benefit.  A complicating  factor  would  be  later  findings  that  added 
services  accomplish  little,  since  removing  them  would  be  a formid- 
able political  task  indeed.  He  argues  that  we  should  not  give  up 
trying  to  find  new  ways  to  serve  present  clients  and  to  assist  those 
who  might  benefit  from  new  services.  Our  main  obligation  is  to 
pursue  lines  of  research  which  will  develop  better  criteria  so  that 
we  will  serve  those  most  likely  to  benefit.  We  should  also  develop 
indicators  to  identify  benefits  and  to  determine  their  existence  before 
we  embark  on  new  care  programs. 
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Chapter  XII 

Domiciliary  Care:  A Semantic  Tangle 

by  Hans  C.  Palmer 


Many  Settings:  Many  Services 

The  final  “alternative”  to  be  considered  in  long-term  care  is 
domiciliary  care.  Actually,  this  term  refers  to  a number  of  different 
arrangements  for  providing  shelter,  food,  and  some  modicum  of 
supervision.  Unfortunately,  these  combinations  of  settings  and 
services  are  characterized  by  wide  divergences  in  provision  and  by 
greatly  differing  terminologies.  In  some  cases,  room,  board,  shelter, 
recreation,  and  sheltered  work  supervision  are  all  provided,  while  in 
other  situations,  only  room  and  board  and  a minimum  of  supervision 
(designed  to  keep  residents  from  harming  themselves,  their  sur- 
roundings, or  others)  are  offered.  Some  settings  provide  personal 
care,  assistance  with  medication,  etc;  others  give  none.  This  range 
of  provision  renders  client  identification,  regulation,  and  possible 
reimbursement  (especially  cost-related  reimbursement)  very  difficult 
to  design  and  implement.  As  a type  of  service,  domiciliary  care 
represents  some  elements  of  possible  supervised  living  arrange- 
ments, which  include  congregate  housing. 

Complicating  matters  further  is  the  wide  variety  of  terms  used  in 
connection  with  the  provision  of  food,  shelter,  and  supervision.  Not 
only  do  these  terms  vary  among  providers,  users,  policymakers,  and 
analysts,  but  they  also  vary  among  the  States,  and  in  some  cases, 
within  States.  Federal  definitions  are  also  imprecise.  In  some  cases, 
the  applicable  term  is  domiciliary  care;  in  others,  it  is  board  and 
care;  in  others,  personal  care  facilities  (where  presumably  there  is 
no  care — “three  hots  and  a cot”).* 1  In  some  instances,  there  is  even 
confusion  as  to  whether  it  is  the  nature  of  the  services  provided, 
nature  of  the  setting,  number  of  clients  per  setting,  or  number  of 
people  per  bedroom  which  is  a (the)  criterion  of  identification. 

The  multiplicity  of  categories  in  one  State,  New  York,  is  shown  in 
a February  1978  study  by  Community  Research  Applications  (Stein- 
bach,  Holmes,  and  Holmes;  1978).  In  that  State,  at  least  five  terms 
are  used  to  describe  domiciliary  care  facilities,  depending  on  the 
size,  ownership,  and  nature  of  the  facility:  foster  home  (for  one 


I wish  to  thank  Leonard  Gruenberg  for  his  helpful  suggestions  for  this 
chapter. 

1 These  semantic  issues  are  carefully  discussed  in  Gebran  (1979)  and  in 
Steinbach  et  al  (1978). 
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client),  private  proprietary  home  for  adults  (PPHA;  two  or  more  adults 
receiving  no  medical  or  nursing  care),  home  for  the  aged  (non-profit 
PPHA),  family  care  home  (no  more  than  six  adults),  and  community 
residences  (primarily  for  deinstitutionalized  mental  health  patients). 

Given  this  confusion,  the  following  definition  from  a Temple 
University  study  of  board  and  care  homes  in  Philadelphia  may  be 
useful: 

. . . any  facility,  operated  for  profit  or  otherwise,  which  accommo- 
dates or  is  designed  to  accommodate  two  or  more  adults  unre- 
lated to  the  owner  or  operator  and  which  provides  room  and 
board  on  a 24  hour  basis  to  primarily  non-transient  aged  or 
handicapped  (physically  or  mentally)  persons  who  require  some 
personal  care,  supervision,  or  assistance  in  daily  activities  such 
as  bathing,  dressing,  or  the  taking  of  medicine  prescribed  for 
self-administration.  (Temple  University,  1977,  p.  3.) 

This  lengthy  statement  covers  those  services,  offered  in  a quasi- 
institutional  setting,  which  most  analysts  find  in  the  modal  type  of 
domiciliary  care.  In  this  light,  we  will  use  it  as  a base  of  reference. 
We  will  also  use  the  term  “domiciliary  care  facility”  (or  DCF)  as  the 
umbrella  for  all  these  types  of  services/settings.  Note  that,  among 
other  things,  the  definition  omits  any  mention  of  skilled  nursing  care 
or  medical  supervision.  Although,  as  we  will  see,  many  DCF  residents 
are  mentally  and/or  physically  disabled,  the  concept  of  the  DCF 
does  not  encompass  rehabilitation  services  for  such  people  even 
though  many  DCFs  may  act  as  brokers  with  providers  of  such 
services.  Note  also  that  the  DCF  operator  is  not  related  to  any  of 
his/her  clients.  In  fact,  current  public  policy  precludes  any  family 
relationship  between  clients  and  operators  if  support  is  to  be  forth- 
coming from  public  sources,  a circumstance  which  often  interferes 
with  satisfactory  provision  of  care  for  dependent  people  who  need 
little  else  besides  food,  a home,  some  supervision,  and  some  care 
and  consideration. 

Two  factors  must  be  considered  in  any  discussion  of  DCFs:  size 
and  the  complexity  of  State  regulation.  DCFs  vary  greatly  in  size, 
from  very  small  (three  or  fewer  clients)  to  very  large.  Different  size 
homes  are  clearly  suitable  for  different  types  of  people.  Also,  the 
nature  and  amount  of  public  oversight  and  regulation  depend  on  the 
number  and  size  of  homes. 

States  differ  greatly  in  their  regulations  and  administrative  struc- 
tures applicable  to  DCFs.  Some  States  merely  license;  others  only 
license  DCFs  after  they  are  certified.  In  some  States,  DCF  clients 
must  be  screened  and  evaluated.  In  some  cases,  controlling  agen- 
cies are  integrated  into  one  supervisory  body,  while  in  others,  the 
various  program  elements  (licensure,  supervision,  regulation)  are 
found  in  many  agencies.  Some  States  separate  aged,  disabled, 
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mentally  ill,  and  mentally  retarded  clients,  while  others  combine  the 
different  groups  for  mutual  support.  The  relative  effectiveness  of 
these  differing  administrative  and  regulatory  structures  has  yet  to  be 
analyzed. 

Concern  with  the  DCF  issue  has  recently  arisen  because  of  a 
number  of  fatal  fires,  notably  those  in  Washington,  D.C.  and  New 
Jersey.  These  incidents  have  increased  Federal  concern  with  facility 
regulation  and  certification  and  have  sharpened  interest  in  the  cir- 
cumstances of  DCF  residents,  many  of  whom  are  supported  by 
different  Federal  income  maintenance  programs,  especially  SSI. 
As  we  will  see,  one  major  focus  of  Federal  attention  has  been  the 
Keys  Amendment  (Section  1616e  of  the  Social  Security  Act),  which 
mandates  State  development  of  DCF  regulatory  programs  for  those 
facilities  serving  recipients  of  SSI  payments. 

More  generally,  however,  the  DCF  issue  relates  to  some  funda- 
mental questions  about  the  spectrum  of  long-term  care  settings/ 
services  and  about  services  for  weak,  vulnerable  people  who  may 
not  need  much  medical  care  but  who  may  require  the  basics  of  food, 
shelter,  and  supervision.  The  DCF  question  also  meshes  with  broad 
issues  of  deinstitutionalization,  especially  of  the  mentally  ill  and 
mentally  retarded. 

In  one  sense,  the  DCF,  to  the  extent  that  it  caters  to  the  dependent 
elderly,  may  actually  be  an  extension  of  the  poor  homes,  poor  farms, 
county  homes,  or  old  people’s  homes  of  an  earlier  era.2  Our  society 
may  have,  in  the  DCF,  found  a surrogate  for  the  “old  folks  home,” 
one  which  is  less  subject  to  the  negative  judgments  of  a former 
time  and  which  is  significantly  less  “institutional.”  Public  support 
for  the  residents  of  such  homes  through  SSI  and  various  mental 
health  programs  makes  the  analogy  more  complete,  although,  in 
current  circumstances,  payment  is  made  by  public  authorities  to 
the  user,  not  the  provider. 

Secondly,  the  DCF  is  increasingly  being  considered  as  an  alterna- 
tive site  for  care/support  for  those  elderly  and  mentally  ill/retarded 
people  who  do  not  need  institutionalization  and/or  medical  care. 
To  some  analysts,  the  DCF  is  already  filling  this  role;  to  others,  the 
DCF  may  well  be  the  wave  of  the  future  as  a cost-effective  alternative 
to  the  nursing  home  (New  York  State  Moreland  Act  Commission, 
1976).  Certainly,  DCFs  already  provide  “homes”  for  many  elderly 
people  who  do  not  need  nursing  care  on  a daily  basis.  If  DCFs  are 
to  be  meaningful  alternatives,  however,  they  must  have  linkages  to 
key  community  resources.  For  example,  deinstitutionalized  mental 
patients  may  need  community  mental  health  services,  while  the 


2 See  Manard  et  al  (1977)  and  Vladeck  (1980)  on  this  aspect  of  DCFs  and 
on  the  role  which  DCFs  may  play  if  policy  moves  away  from  support  for 
institutionalization  in  SNFs  and  ICFs. 
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chronically  impaired  elderly  may  need  visiting  nurse  and  transporta- 
tion services.  Whether  DCFs  will  also  serve  as  cost-effective  alter- 
natives to  the  nursing  home  still  remains  to  be  analyzed. 

On  a third  level,  the  DCF  is  entwined  in  the  vagaries  of  Federal 
income  maintenance,  social  services,  and  medical  services  pro- 
grams. On  the  one  hand,  many  DCFs  are  filled  with  SSI  recipients; 
on  the  other,  many  Title  XX  programs  could  provide  service  to  DCF 
dwellers.  So  also,  there  remains  the  distinct  possibility  that  the 
Medicaid  payment  system  might,  directly  or  indirectly,  come  to  be  a 
source  of  support  for  DCF  provision,  especially  to  the  extent  that 
social  services  are  to  be  provided  (Noble  and  Conley,  forthcoming), 
as  in  the  current  pilot  foster  care  program  at  the  Massachusetts 
General  Hospital.  At  a more  systematic  level,  support  of  DCF  resi- 
dents and  the  quality  of  DCF  care  are  linked  to  the  structure  and 
consequences  of  Federal  reimbursements  and  eligibility  regulations 
and  provisions.  Specifically,  the  reduction  of  benefit  payments  for 
SSI  recipients  living  with  families  and  the  inflexibility  of  State  and 
Federal  Title  XX  and  Medicaid  regulations  dictate  patterns  of  provi- 
sion inappropriate  for,  or  even  harmful  to,  DCF  residents. 

Reasons  for  the  Emergence  (Resurgence?)  of  the  DCF 
as  a Setting  for  Care 

Three  major  factors  appear  to  be  responsible  for  the  recent  growth 
of  the  DCF  as  a setting  of  support:  rapid  growth  in  the  numbers  of 
people  in  the  age  groups  most  likely  to  need  care  (the  75  + );  the 
emergence  of  Federally-supported  programs  of  income  maintenance 
for  the  elderly,  blind,  and  disabled  (SSI);  and  the  waves  of  deinstitu- 
tionalization which  have  washed  many  elderly  and  other  mental 
patients  out  of  state  mental  health  institutions  (Noble  and  Conley, 
forthcoming). 

Under  SSI,  many  States  pay  supplements  to  individuals  in  DCFs. 
These  payments  can  be  administered  by  the  Federal  government 
through  the  Social  Security  program.  This  option  may  have  rein- 
forced the  SSI  stimulus. 

Leonard  Gruenberg  of  the  University  Health  Policy  Consortium 
(in  a private  communication)  suggests  that  a fourth  factor  is  the 
inability  of  many  dependent  elderly  (or  their  families)  to  find  nursing 
home  beds.  Again  in  Massachusetts,  the  State  has  initiated  a foster 
care  program,  using  Medicaid  funding,  to  relieve  hospitals  (and 
public  funds)  of  the  “administrative  days”  problem  which  has  kept 
many  elderly  people  in  hospitals  because  they  cannot  be  placed  in 
nursing  homes.  A similar  situation  has  developed  in  New  Jersey 
(Steinbach  et  al,  1978). 

Most  studies  have  emphasized  deinstitutionalization  as  the  reason 
for  the  growth  of  DCFs.  The  interaction  between  the  emerging  large 
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numbers  of  frail  elderly  and  the  SSI  program  has  not,  to  our  knowl- 
edge, been  the  focus  of  as  much  analytical  attention.  It  should  be 
added  that  the  possibilities  of  substituting  the  DCF  for  the  nursing 
home  have  not  been  rigorously  analyzed.3 

According  to  the  GAO  study  of  DCFs  in  November,  1979,  the  main 
reasons  for  deinstitutionalization  were  the  following: 

• concerns  over  deplorable  conditions  in  many  mental  health  and 
mental  retardation  institutions, 

• new  treatment  methods  and  philosophies, 

• development  of  tranquilizing  drugs, 

• development  of  the  SSI  and  other  income  support  programs, 

• inducements  to  the  States  to  save  costs  by  placing  persons  in 
facilities  in  which  costs  are  lower  than  they  would  be  in  mental 
hospitals,  and 

• court  decisions  mandating  the  return  of  institutionalized  persons 
to  the  community  (GAO,  1979). 

These  reasons  largely  echoed  those  advanced  in  the  1976  report  of 
the  U.S.  Senate’s  Special  Committee  on  Aging  (U.S.  Senate,  1976). 

Limited  Data 

Despite  the  emerging  concern  with  DCFs,  and  in  spite  of  their 
evident  importance  in  the  spectrum  of  care,  data  about  DCFs  are 
very  scanty.  Although  several  studies  are  now  underway  (namely, 
the  HRCA  and  CRA  efforts  cited  earlier),  few  hard  figures  now  exist. 

Perhaps  the  most  complete  data  available  relate  to  deinstitutional- 
ization. Numbers  cited  in  the  referenced  1976  Senate  study  show 
that  between  1969  and  1974,  the  total  number  of  inpatients  in  State 
mental  hospitals  declined  from  428,000  to  238,000.  Among  the  age 
group  65  and  over,  the  decline  was  even  more  startling:  from  135,000 
to  60,000.  A recent  study  conducted  by  Region  III  of  the  Department 
of  Health  and  Human  Services  (DHHS)  claimed  that  between  one  half 
and  one  million  people  had  been  released  since  1955  (Mellody  and 
White,  1979).  Among  the  leaders  in  the  deinstitutionalization  of  the 
elderly  in  the  Senate  study  were  Alabama,  California,  Illinois,  Massa- 
chusetts, and  Wisconsin,  in  which  the  percent  of  decline  ranged 
from  76  percent  to  98  percent.  These  people,  together  with  an 
unknown  number  of  elderly  drawn  from  the  community  and  from 
nursing  homes,  formed  one  of  the  major  ingredients  in  the  expansion 
of  the  board  and  care  sector.  Unfortunately,  we  have  no  idea  of 
their  magnitude. 

Some  related  data  which  may  also  indicate  the  potential  for 
expanding  the  DCF  population  has  been  drawn  from  the  GAO 

3 Forthcoming  studies  by  the  Hebrew  Rehabilitation  Center  for  the  Aged 
(HRCA)  in  Boston,  and  by  Community  Research  Applications  (CRA),  both 
under  grants/contracts  from  AoA,  will  shed  some  light  on  these  questions. 
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“Cleveland  Study,”  the  source  of  much  data  on  placement  of  the 
elderly  and  a document  often  cited  in  this  chapter  (GAO,  1977). 
These  data  appear  to  show  that  in  Cleveland  some  18  percent  of 
the  elderly  not  in  institutions  could  use  congregate  housing,  a type 
of  housing  similar  to  DCFs  in  that  some  form  of  help  with  at  least 
one  function  of  the  activities  of  daily  living  (ADL)  is  required.  This 
is  the  proportion  of  significantly  impaired  people  whose  conditions 
would  make  them  candidates  for  congregate  housing.4  (In  fact,  many 
of  them  are  already  supported  in  their  own  homes  and/or  by  their 
families,  thereby  reducing  the  need  for  congregate  housing  support 
to  perhaps  2 to  4 percent  of  the  elderly  according  to  Leonard 
Gruenberg). 

DCFs  may  provide  more  services,  for  example,  shopping,  cooking, 
and  supervision,  but  the  parallels  may  be  quite  close.  Among  the 
institutionalized  elderly,  that  is,  those  in  nursing  homes,  approxi- 
mately 11  percent  could  have  used  congregate  housing,  a relatively 
small  number,  no  doubt  reflecting  the  greater  medical  and  nursing 
dependency  of  this  group.  If  these  numbers  were  extrapolated  to 
the  nation,  they  imply  a need  for  many  more  spaces  than  are 
currently  available  in  congregate  housing  units,  perhaps  as  many  as 
four  million.  Of  course,  not  all  of  this  requirement  would  be  met  in 
DCFs,  since  many  congregate  housing  units  would  not  provide  that 
much  care.  Also,  many  congregate  units  would  feature  independent 
living  with  some  monitoring  of  health  status  while  others  would  pro- 
vide a much  more  comprehensive  life  care  environment.  Further- 
more, many  people  would  simply  not  choose  to  live  in  a DCF.  Over- 
all, the  question  of  which  type  of  supervised  housing  is  suitable  for 
which  type  of  person  requires  more  research  and  policy  analysis. 
These  numbers  may  give  us  some  orders  of  magnitude,  however. 

The  Region  III  Study 

Since  no  surveys  of  the  actual  national  number  of  DCF  residents 
have  been  completed,  it  is  necessary  to  resort  to  educated  estimates 
such  as  those  prepared  by  DHHS  Region  III  in  its  1979  survey  of  eight 
States  (Mellody  and  White,  1979).  This  survey  estimated  that, 
nationwide,  600,000  to  800,000  people  were  housed  in  DCFs.  Of 
these,  72  percent  were  white,  49  percent  were  over  age  50,  about 
half  (47  percent)  had  a tenth  grade  education,  and  about  half  were 
women.  The  DCF  population  thus  appeared  to  be  younger  and  have 
more  men  than  the  population  in  nursing  homes,  no  doubt  reflecting 
the  effect  of  mental  hospital  releases  among  the  younger  elements 
of  the  population.  This  survey  also  noted  that  younger  people,  many 
with  alcohol  and  drug  abuse  problems,  were  increasingly  frequent 


4 Letter  from  Comptroller  General  of  U.S.  to  Senate  Special  Committee  on 
Aging,  dated  October  15,  1979. 
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among  the  residents,  often  having  come  into  the  DCFs  fairly  recently. 
The  impact  of  mental  hospital  releases  on  the  DCF  population  can 
be  inferred  from  the  fact  that  an  estimated  365,000  of  those  sent  into 
the  community  from  mental  hospitals  annually  were  in  need  of  DCF 
support. 

Disabilities  reported  among  the  DCF  clients  were  largely  mental. 
About  40  percent  had  been  in  mental  hospitals  for  five  years  or 
more,  but  one-third  had  been  hospitalized  for  less  than  a year.  The 
one-time  recidivism  rate  was  about  40  percent,  and  the  multiple  rate 
was  30  percent,  although  some  caseworkers  felt  that  a return  to 
the  hospital  was  therapeutic  and  not  so  traumatic.  These  mental 
hospital  stays  reflect  the  fact  that  half  of  the  DCF  residents  are 
mentally  ill,  and  one  in  eight  is  retarded.  Many  also  have  multiple 
impairments.  The  great  majority  take  medications,  among  them  the 
potent  psychotropic,  Thorazine.  Perhaps  70  percent  of  DCF  residents 
are  physically  and/or  mentally  disabled.  What  is  not  shown  in  the 
Region  III  survey,  however,  is  the  frequency  of  mental  and  physical 
infirmity  among  those  under  65  in  contrast  with  those  who  are  older. 
(Again,  this  should  be  a topic  for  research.)  Unfortunately,  rehabili- 
tation programs  were  rare,  despite  the  high  levels  of  disability. 
Quite  possibly,  public  policy  creates  few  incentives  and  provides 
little  means  for  such  programs  among  DCF  dwellers.  Even  where 
therapeutic  and  social  services  are  available,  dental,  medical,  nutri- 
tional, educational,  and  transportation  services  were  rare.  Recrea- 
tion and  mental  health  services  were  the  most  common  in  the  DCF 
environment. 

Caseworkers  were  responsible  for  about  half  of  the  placements  of 
residents  in  DCFs,  with  families  accounting  for  about  one  in  seven. 
About  58  percent  seemed  to  have  no  choice  of  a home.  Despite 
the  central  role  of  caseworkers  in  placement,  few  residents  were 
prepared  for  the  transition  from  the  mental  or  acute  care  hospital, 
and  relatively  few  were  visited  frequently  by  their  caseworkers. 

Average  facility  size  was  17  to  18  beds,  although  some  had  as 
many  as  200.  Most  of  the  DCF  operators  were  middle-aged  (55  per- 
cent being  41  to  60  years  of  age)  and  female  (by  2 to  1).  About 
41  percent  were  black.  More  than  one-half  had  been  in  the  “DCF 
business”  for  five  years,  more  than  25  percent  for  more  than  10  years. 
Most  had  had  some  training  in  the  provision  of  health  and  social 
services,  though  often  this  was  of  a rudimentary  type.  (Less  than 
half  had  been  trained  by  health  care  or  mental  health  institutions.) 
Many  of  the  facilities  were  clean,  but  many  were  in  poor  physical 
condition,  frequently  sharing  the  same  dilapidated  conditions  as 
their  ramshackle  neighbors  in  decaying,  urban  “psychiatric”  ghettos. 
Residents  of  DCFs  had  little  to  do  except  watch  television  or  take 
long  walks,  and  few  were  asked  or  wanted  to  help  with  household 
chores,  an  act  which  might  have  had  some  therapeutic  value.  Only 
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14  percent  participated  in  community  mental  health  centers  (CMHCs). 
Some  were  apathetic,  others  were  lazy,  and  others  were  never 
surveyed  because  providers  feared  suits  alleging  the  invasion  of 
residents’  rights. 

Families  might  have  supported  some  of  these  people,  since  approx- 
imately one-half  were,  or  had  been,  married,  and  one-third  had 
children.  Among  those  with  families  (two-thirds  of  residents  sam- 
pled), about  90  percent  saw  their  families  once  a year,  and  about 
one-third,  once  a week.  (This  latter  figure  was  probably  optimistic.) 
In  many  cases,  it  appeared  that  families  could  not  help  much  with 
care  or  financial  support  because  of  restrictions  on  SSI  payments. 
In  other  cases,  it  was  surmised  that  some  families  could  have 
managed  a DCF  resident  at  home,  had  home  care  or  respite  care 
been  available. 

About  60  percent  of  DCF  residents  in  the  Region  III  survey  were 
heavily  dependent  on  SSI,  which  generated  an  average  monthly 
income  of  about  $215.  About  58  percent  turned  their  SSI  checks 
directly  over  to  the  providers,  receiving  small  amounts  for  spending 
money  as  their  “change.” 

Whether  this  “market-type”  use  of  income  has  any  application  to 
an  analysis  of  vouchers  or  income  supplements  by  users  of  long-term 
care  and  their  families  might  be  an  interesting  research  topic. 
Although  the  constraints  faced  by  potential  users  of  DCFs  may 
differ  from  those  faced  by  long-term  care  users  in  general,  the  pattern 
of  use  of  income  as  well  as  the  supply-side  response  by  providers 
should  be  better  understood  than  they  are  burrently. 

The  Temple  Philadelphia  Study 

A smaller  scale  study  of  Philadelphia  DCFs  by  Temple  University 
revealed  situations  similar  to  those  in  the  Region  III  survey.  The 
Temple  study  estimated  that  Philadelphia  held  1,500  DCFs,  housing 
15,000  residents.  Of  these,  52  to  59  percent  were  over  60  years  old; 
about  one  half  were  women;  70  percent  were  white;  half  had  never 
been  married;  45  percent  had  only  mental  handicaps;  only  5 percent 
had  only  physical  disabilities,  and  20  percent  had  multiple  handicaps 
(Temple  University,  1977).  Although  the  characteristics  varied  from 
those  found  in  the  wider  eight  State  study  of  Region  III,  the  same 
general  outlines  of  physical  and  mental  dependency  appeared,  as  did 
the  limited  roles  which  DCFs  could  play.  A notable  finding  in  the 
Philadelphia  study  was  the  very  high  proportion  of  black  (94  percent) 
and  female  (88  percent)  proprietors  of  the  DCFs  analyzed.  Most  of 
these  proprietors  had  taken  in  boarders  for  an  average  of  six  years 
at  the  time  of  the  survey;  25  percent  had  worked  as  practical  nurses, 
and  most  desired  more  training  (Temple  University,  1978). 

A notable  common  finding  in  most  studies  was  that  DCFs  were  not 
means  to  quick  enrichment  for  most  proprietors.  In  fact,  the  com- 


bination  of  increasingly  stringent  regulations  and  inflation  was 
driving  many  facilities  out  of  business.  The  advantages  lay  with 
DCFs  which  were  members  of  chains  and/or  linked  with  nursing 
homes.  This  was  particularly  true  in  areas  with  an  abundance  of 
places  and  high  vacancy  rates.  In  Michigan,  for  example,  when 
licensing  was  established,  the  number  of  homes  dropped  by  25  per- 
cent. Also,  increasingly  stringent  regulations  directly  stimulated 
provider  organizations.  While  adequate  regulation  and  certification 
may  be  necessary  to  ensure  at  least  a minimum  quality  of  care, 
administrators  and  policymakers  must  recognize  that  there  may  be 
a tradeoff  between  quality  control  and  the  availability  of  spaces  for 
the  type  of  dependent  residents  usually  served  by  DCFs  (Mellody 
and  White,  1979). 

New  York  State  Data  and  the  Complexity  of  DCFs 

Recent  findings  by  New  York  State’s  Moreland  Act  Commission, 
the  body  responsible  for  oversight  of  nursing  and  residential  facilities, 
shed  some  interesting  light  on  the  problems  of  building  facilities 
without  adequate  analysis  and  planning  and  on  the  resultant  prob- 
lems of  excess  capacity  in  providing  long-term  care.  The  findings 
also  illuminate  the  complicated  relationships  between  DCFs  and 
other  long-term  care  providers  (New  York  State  Moreland  Act  Com- 
mission, 1976). 

Because  of  rapid  increases  in  long-term  costs  in  the  context  of 
State  fiscal  stringency,  the  Commission  surveyed  New  York  facilities 
in  the  1970s.  Essentially,  it  found  that  long-term  care  costs  were 
rapidly  escalating,  in  part  because  of  increases  in  the  State’s  65  + 
population,  but  more  importantly  as  a result  of  a strong  institutional 
bias  in  long-term  care  provision.  Although  nursing  homes  and  DCFs 
were  being  built  faster  than  the  65+  population  was  growing,  occu- 
pancy rates  in  nursing  homes  continued  to  remain  at  90  to  95  percent. 
Only  in  the  DCFs  were  there  substantial  vacancies.  By  contrast  with 
the  nursing  home  situation,  home  care,  day  care,  and  foster  care 
had  been  allowed  to  atrophy.  The  Commission  alleged  that  the  rea- 
sons for  excessive  institutionalization  lay  in  the  urge  to  fill  beds  that 
already  existed  and  the  inability  of  those  with  placement  responsi- 
bility to  use  alternatives  properly.  In  addition,  new  construction  had 
been  approved  on  rudimentary  and  arbitrary  grounds.  The  Commis- 
sion called  for  a moratorium  on  approving  new  long-term  care 
construction  and  review  of  existing  building  permits.  Additionally, 
it  advocated  much  more  careful  and  stronger  planning  for  the  pro- 
vision of  long-term  care,  as  well  as  for  construction. 

Key  data  elements  in  the  Commission’s  thinking  were  surveys  from 
upstate  New  York,  one  in  the  Rochester  region  in  1969-71,  the  other 
in  Monroe  County  in  1974-75.  Both  showed  extensive  misplacement 
of  patients.  For  example,  the  Rochester  figures  showed  that  almost 
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27  percent  of  patients  in  skilled  nursing  facilities  (SNFs)  could  have 
been  in  intermediate  care  facilities  (ICFs)  and  almost  5 percent  in 
DCFs;  however,  almost  4 percent  of  the  DCF  patients  should  have 
been  in  SNFs.  The  numbers  in  the  Monroe  County  survey  also 
showed  misplacement,  although  the  SNF  misallocations  were  much 
lower.  Most  interesting  in  1974-75  was  the  fact  that  perhaps  34  per- 
cent of  the  patients  in  a health  related  facility  (HRF),  New  York’s 
analog  to  the  ICF,  could  have  been  in  DCFs  but  that  almost  44  per- 
cent of  the  DCF  patients  should  have  been  in  HRFs.  One  might  con- 
clude that  DCF  surplus  beds  offset  HRF  deficit  beds,  but  the  situation 
apparently  was  much  more  complicated. 

In  its  census  of  facilities,  the  Commission  found  that  there  were 
27,000  beds  in  542  DCFs  and  about  25,000  in  HRFs.  (Steinbach  et  at, 
(1978)  found  roughly  the  same  number  of  DCF  beds.)  Many  of  these 
had  been  built  as  communities  attempted  to  adjust  to  the  deinstitu- 
tionalization of  mental  patients.  (In  1966,  there  were  only  5,000  DCF 
beds  and  about  16,000  HRF  beds.  SNF  beds  rose  by  65  percent  in 
the  same  period.)  Given  the  extent  of  estimated  misplacement  and 
the  number  of  new  DCF  beds  approved  for  construction,  the 
Commission  argued  that  the  DCF  vacancy  rate  by  1980  would  be 
about  54  percent.  It  recommended  suspension  of  permits  to  con- 
struct 11,700  DCF  beds.  In  simple  terms,  it  would  appear  that  DCF 
addition  should  probably  have  been  stopped.  However,  the  Com- 
mission seemed  to  consider  that,  since  New  York  standards  for  DCFs 
were  so  high,  some  DCF  beds  could  be  used  for  HRF  patients. 
Perhaps  the  DCF  should  have  been  emphasized  over  the  HRF  on 
cost-effectiveness  grounds.  This  consideration  indicates  that  the 
boundary  between  these  two  sites  of  care  is  very  imprecise  and 
that  choices  about  long-term  care  sites  are  not  simple.  In  New  York, 
such  speculation  was  based  on  fiscal  considerations,  but  the  reality 
in  care  terms  was  much  more  complicated,  revealing  the  effect  of 
uncertain  assessment  procedures,  past  regulatory  history,  and  the 
nature  of  the  existing  system. 

The  HRCA  Pennsylvania  Study 

An  ongoing  study  begun  in  1976  by  the  Boston  Hebrew  Rehabilita- 
tion Center  for  the  Aged  is  analyzing  programs  of  domiciliary  care 
placement  and  provision  in  the  Commonwealth  of  Pennsylvania. 
The  Center  is  also  assessing  DCFs  on  a multi-state  basis.  As  of 
mid-1979,  an  extensive  analysis  of  candidates  for  admission  had 
been  completed  (Sherwood  and  Gruenberg,  1979).  It  considered 
applicant  characteristics  from  the  perspective  of  differences  in  refer- 
ral agency  sub-groups  (that  is,  the  aged,  mental  health  patients, 
mentally  retarded  applicants,  and  an  undefined  group  of  others). 
Additionally,  the  researchers  looked  at  specific  problems  of  institu- 
tionalized applicants  and  at  health,  functional,  mental,  and  social 
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differences  among  the  institutionalized,  those  living  in  the  com- 
munity, and  those  living  in  foster  homes  about  to  be  converted  into 
State-supported  DCFs.  They  also  analyzed  specific  placement  dif- 
ficulties for  certain  sub-groups  and  for  services. 

The  study  was  undertaken  in  connection  with  Pennsylvania’s 
proposed  domiciliary  care  program,  focusing  on  providing  non- 
institutional  alternatives  for  large  numbers  of  chronically  ill,  physi- 
cally and  mentally  handicapped,  and  marginally  adjusted  adults  in 
the  population.  Two  groups  of  homes  were  to  be  included  in  the 
program:  foster  homes,  housing  one  to  three  clients,  and  group 
homes,  housing  four  to  13  clients.  Supplementary  payments  were 
offered  to  persons  receiving  SSI  payments  and  judged  incapable  of 
living  independently  in  the  community  though  not  in  need  of  nursing 
home  care.  By  providing  adequate  financial  incentives,  the  State 
hoped  to  induce  boarding  house  and  foster  care  home  operators  to 
upgrade  facilities  and  enter  training  programs.  The  purpose  of  the 
study  was  to  provide  a data  base  to  monitor  progress,  devise  guide- 
lines for  targeting  services,  identify  the  hard  to  place,  develop 
criteria  for  training  providers,  and  fashion  DCF  planning  tools.  The 
completed  Pennsylvania  study  report  was  part  of  a large  evaluation 
developed  by  DHHS  Region  III. 

In  mid-1978,  six  pilot  areas,  urban  and  rural,  generated  494 
subjects  making  up  the  total  sample.  These  people  were  rated  on 
seven  scales:  physical  health,  capacity  to  carry  on  ADL,  intellectual 
functioning  (to  identify  cognitive  impairment),  personal  adjustment, 
social  supports  for  all  needs,  social  participation,  and  the  quality  of 
the  physical  environment.  These  data  described  the  applicant  group 
and  were  sorted  by  attributes  of  specific  applicant  sub-groups.  They 
were  linked  to  degree  of  success  in  placement.  The  aging  (A)  con- 
stituted the  largest  group,  about  42  percent;  mental  health  (MH) 
patients  composed  34  percent;  mentally  retarded  (MR),  17  percent, 
and  other  (0),  8 percent.  (The  aged  and  other  groups  shared  many 
characteristics.)  About  37  percent  of  the  sample  came  from  institu- 
tions, 34  percent  from  the  community,  and  30  percent  from  foster 
homes  applying  to  convert  to  DCFs.  The  A and  O groups  were  more 
community-based  than  the  MH  group,  which  was  more  institu- 
tionalized. 

Overall,  about  55  percent  of  the  entire  group  was  placed  in  DCFs, 
with  small  differences  among  the  various  characteristics  of  the 
groups  (aging,  etc.)  but  with  major  residence  group  differences. 
About  87  percent  of  the  conversion-foster  home  residents  were 
placed,  versus  only  about  44  percent  from  the  community  and  40 
percent  from  institutions.  This  skewing  of  placement  introduced  data 
problems  and  required  a partial  redirection  of  the  analysis. 

People  over  60  accounted  for  63  percent  of  the  entire  group.  This 
was  older  than  the  Temple  University  sample  discussed  earlier  (only 
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52  percent  over  60),  possibly  reflecting  the  larger  proportions  of 
aging  in  the  non-Philadelphia  components  of  the  HRCA  sample. 
Among  the  aging  sub-group,  people  75  and  older  accounted  for 
59  percent.  Clearly,  the  sample  population  resembled  much  of  the 
LTC  population  generally.  The  high  proportion  of  women  corre- 
sponded to  the  group’s  advanced  age  (56  percent  among  the  mental 
health  sub-group  and  67  percent  among  the  aging).  Again,  this 
group  was  more  female  than  the  Temple  group.  Among  the  aging, 
over  two-thirds  were  widowed,  divorced,  or  separated;  by  contrast, 
57  percent  of  the  MH  and  96  percent  of  the  MR  had  never  been 
married.  Only  25  percent  had  one  or  more  children  close  at  hand. 
SSI  payments  went  to  48  percent,  with  highest  proportions  (67  per- 
cent) among  the  conversion-foster  home  residents  and  community 
residents  (54  percent).  These  last  socio-economic  findings  indicate 
that  the  study  groups  were  economically  and  socially  vulnerable 
people.  Their  social  weakness  was  also  shown  by  the  fact  that, 
although  56  percent  had  made  no  more  than  one  move  in  the  five 
years  prior  to  data  gathering  (thus  suggesting  a high  degree  of 
residential  stability),  the  remaining  44  percent  had  moved  more  than 
twice.  Moreover,  for  the  entire  group,  the  most  common  household 
arrangements  were  living  alone,  living  with  non-relatives,  or  living  in 
a boarding  home.  Quite  expectedly,  large  proportions  among  the 
MH  (58  percent)  and  MR  (36  percent)  groups  had  been  institution- 
alized over  the  past  two  years,  but  only  about  25  percent  of  the 
aging  and  other  groups  had  been  in  LTC  institutions  (including 
mental  health  facilities). 

Many  individuals  had  one  or  more  major  chronic  physical  condi- 
tions, with  almost  80  percent  of  the  aged  and  other  groups  showing 
an  average  of  almost  three  conditions  per  person.  The  majority  of 
the  MHs  and  MRs  also  had  multiple  conditions.  Nonetheless,  over 
50  percent  of  the  total  group  was  in  good  health  or  only  mildly 
physically  impaired,  but  42  percent  had  painful  diseases  which 
required  extensive  medical  treatment.  On  the  other  hand,  only 
14  percent  of  the  sample  group  said  that  they  had  been  too  sick  to 
function  in  any  period  of  two  or  more  weeks  over  the  last  three 
months.  Clearly,  the  study  sample  was  not  in  robust  health,  but 
significant  numbers  could  probably  be  supported  with  a modest 
amount  of  medical  help.  This  proposition  is  borne  out  by  a subse- 
quent analysis  of  medical  need  which  indicated  special  major  health 
requirements  only  for  physical  therapy  and  for  the  checking  and 
maintenance  of  appliances. 

Since  medical/physical  diagnosis  is  less  important  in  LTC  than 
capacity  to  function  in  ADL  or  IADL,  the  finding  that  only  small  per- 
centages of  the  group  were  ADL-dependent  was  quite  important,  in 
that  it  indicated  that  this  DCF-prone  group  does  not  need  large 
amounts  of  intense  personal  care.  Even  among  the  aging  sub-group, 
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only  37  percent  were  dependent  in  one  or  more  functional  ADL 
areas.  Functioning  in  the  community,  however,  also  demands  a 
certain  amount  of  stamina,  mobility,  and  capacity  to  carry  out  IADL 
tasks.  Based  on  these  indicators,  the  group  was  very  dependent: 
78  percent  were  not  able  to  do  heavy  work  around  the  house,  28  per- 
cent had  some  limitation  in  mobility  (48  percent  among  the  aging), 
and  64  percent  (77  percent  among  the  aging)  required  help  with  two 
or  more  functions  of  IADL  (shopping,  preparing  meals,  handling 
money,  etc.).  The  composite  need  based  on  medical/physical  condi- 
tion, ADL,  stamina,  mobility,  and  IADL  weaknesses  was  mainly  for 
housekeeping  support,  not  high  technology  or  heavy  nursing  care.  In 
almost  all  indexes  of  needed  support,  it  was  the  aging  who  demon- 
strated a great  deal  of  vulnerability.  For  example,  54  percent  of 
them  showed  severely  or  completely  impaired  functional  capacity, 
versus  36  percent  for  the  MH  (53  percent  for  MR). 

The  nature  of  the  study  group  and  of  DCF  candidates  in  general 
suggests  that  intellectual,  mental  health,  and  social  adjustment 
problems  may  be  crucial  determinants  of  need.  On  the  intellectual 
level,  about  41  percent  of  the  total  group  needed  some  personal 
supervision  and  help  or  24-hour  nursing  supervision  because  of 
memory  defects  or  disorientation.  The  MR  group  was  highest  in 
need,  80  percent  falling  in  that  category.  In  terms  of  personal  adjust- 
ment, almost  half,  49  percent,  of  the  total  group  displayed  only 
modest  neurotic  symptoms  or  none  at  all.  The  MH  sub-group  (with 
29  percent  having  severely  or  grossly  disturbing  psychotic  symp- 
toms), showed  the  most  impairment  in  this  area,  yet  only  11  percent 
of  the  aged  were  in  this  category. 

Social  isolation  was  related  to  the  group’s  relatively  major  intel- 
lectual and  adjustment  problems.  Only  one-fourth  saw  friends  or 
neighbors  as  often  as  once  per  week,  although  the  aged  were  less 
isolated.  Overall,  53  percent  of  the  sample  was  dissatisfied  with 
social  contacts  or  was  extremely  isolated.  The  entire  picture  is  even 
more  consistent,  since  76  percent  of  the  total  group  showed  inade- 
quate available  social  support.  Again,  the  aged  seemed  better  off 
than  the  rest  of  the  group. 

Quality  of  the  physical  environment  was  assessed  for  non-institu- 
tionalized  applicants  living  in  the  community,  including  those  in 
foster  homes  converting  to  DCFs.  Many  (53  percent)  were  living  in 
quarters  deemed  physically  adequate,  a finding  which  very  likely 
reflects  the  number  of  foster  homes  applying  to  convert.  At  the  same 
time,  many  DCF  residents  (17  percent)  were  living  in  substandard 
homes,  leading  to  a suspicion  that  many  other  people  not  reached 
by  DCF  programs  may  be  in  seriously  substandard  facilities. 

Researchers  in  the  HRCA  study  attempted  to  draw  a combined 
physical/mental  status  profile  to  identify  people  with  individual 
weaknesses  or  combinations  of  weaknesses  making  them  likely 
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candidates  for  DCF  placement.  The  two  major  weakness  areas 
identified  in  the  sample  were  medical  and  physical  functioning 
problems  (24  percent  of  the  group)  and  physical  and  intellectual 
functioning  problems  (17  percent  of  the  group).  A small  proportion 
(10  percent)  had  no  serious  problems  in  any  one  area,  but  the 
cumulative  effects  of  their  separate  problems  were  disabling.  For 
the  aging,  the  major  problem  areas  were  medical  plus  physical 
functioning  (40  percent),  whereas  among  both  the  MH  and  MR,  the 
intellectual/social  difficulties  were  relatively  more  important.  Most 
telling,  however,  was  the  combination  of  mental  and  physical  prob- 
lems across  all  groups.  Aging  agencies  thus  must  be  prepared  to 
summon  mental  health  supports,  while  MH  and  MR  groups  must  be 
sensitive  to  physical  health  and  functioning  dimensions  as  they 
support  their  clients  in  the  DCF  setting. 

It  should  be  noted  that  CRA  found  similar  circumstances  in  a 
New  York/New  Jersey  review  (Steinbach  et  al,  1978).  That  review 
documented  the  “mingling”  of  mentally  ill  elderly  with  “normal” 
elderly.  Many  types  of  New  York  facilities  included  many  elderly 
MH  clients,  some  of  whom  were  roommates  of  non-MH  clients  whose 
well-being  often  was  adversely  affected  as  a result.  This  may  have 
fostered  mental  illness  in  the  otherwise  mentally  healthy.  Sufficient 
follow-up  to  MH  placements  was  often  lacking,  a particular  problem 
when  many  DCFs  had  sprung  up  near  State  mental  hospitals  during 
massive  deinstitutionalization.  In  addition,  in  New  Jersey  especially, 
State  and  county  agencies  would  vie  for  scarce  beds,  sometimes 
placing  clients/patients  without  due  regard  for  their  MH  or  other 
care  needs.  In  many  instances,  proprietors  sought  MH  clients 
because  they  could  be  more  easily  ignored.  In  such  instances,  the 
probability  of  getting  an  MH  roommate  would  be  greatly  heightened 
for  a normal  resident. 

The  HRCA  group  also  analyzed  differences  between  the  placed 
and  unplaced  applicants.  Overall,  applicants  from  conversion  foster 
homes  were  successfully  placed,  not  surprising  since  these  people 
were  already  on-site.  In  all,  87  percent  of  them  were  placed  within 
a few  months;  they  constituted  29  percent  of  the  total  sample  but 
46  percent  of  all  placements.  Because  of  data  problems  and  the 
heavy  representation  of  certain  characteristics  among  given  sub- 
groups, HRCA  did  not  attach  much  weight  to  the  relationship  be- 
tween success  in  placement  and  certain  socio-demographic  vari- 
ables: sex,  children  nearby,  SSI  status  at  application,  and  residential 
mobility  within  recent  years  (the  variables  linked  to  placement  in 
cross-tabulations). 

No  major  relationships  were  found  between  placement  success 
and  medical  problems,  except  for  number  of  medicines  taken,  regu- 
lar taking  of  prescription  medicines,  and  number  of  days  of  incapaci- 
tation. The  last  may  have  been  an  artifact  of  the  number  of  residents 
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in  conversion  foster  homes,  however.  Applicants  better  able  to 
handle  IADL  tasks  (shopping,  cleaning,  cooking,  etc.)  were  less 
likely  to  be  placed.  Overall,  it  appeared  that  less  needy  patients 
were  less  likely  to  be  placed  when  analyzed  on  physical/functional 
grounds. 

Although  the  overall  judgments  about  intellectual  functioning  were 
seemingly  not  related  to  placement  success,  people  with  personal 
adjustment  or  emotional  problems  seemed  less  likely  to  be  placed 
than  those  without  such  problems.  This  finding  characterized  all 
residence  sub-groups  as  well  as  the  referral  sub-groups.  Available 
social  supports  (on  an  overall  basis)  similarly  did  not  seem  linked 
to  placement,  although  applicant  confidence  in  having  someone 
close  at  hand  was  negatively  linked,  and  illness  of  a person  close  to 
the  applicant  was  positively  linked.  The  former  may  have  reflected 
the  large  conversion  foster  home  element  in  the  overall  sample, 
since  people  in  those  homes  showed  low  confidence  in  their  avail- 
able help.  Again,  social  workers  probably  had  already  placed  people 
whose  social  supports  were  shown  to  be  weak.  Participation  in 
activities  did  not  seem  to  have  any  significant  links  to  placement. 
On  the  other  hand,  the  need  for  analysis  of  services  showed  that 
persons  with  less  need  for  meal  services,  transportation,  and  light 
housekeeping  were  less  likely  to  be.  placed.  Most  importantly,  per- 
sons were  more  likely  to  be  placed  if  they  had  no  need  for  personal 
adjustment  services,  including  psychiatric  counseling.  Persons  with 
poorer  physical  environments  were  less  likely  to  be  placed,  possibly 
because  such  people  may  have  had  mental  problems. 

The  data  were  also  extensively  analyzed  without  conversion  foster 
home  applicants.  Among  socio-demographic  characteristics,  only 
the  presence  of  nearby  children  exerted  any  influence  (positive)  on 
placement.  The  linkage  to  the  presence  of  children  (whether  as 
advocates  or  supports)  suggested  that  a DCF  program  could  benefit 
from  enlisting  informal  family  supports.  When  the  reduced  sample 
(without  conversion  foster  home  residents)  was  further  analyzed  for 
various  sub-groups,  only  institutionalization  within  the  past  two  years 
showed  any  significant  links  to  placement  success.  Overall,  while 
length  of  institutionalization  was  negatively  related  to  DCF  place- 
ment, it  was  not  a deterrent  to  placing  the  MH  population.  The 
needs  to  coordinate  mental  health  and  physical  health  programs  and 
to  prepare  the  institutionalized  elderly  for  DCF  living  were  clearly 
demonstrated. 

Assessment  of  the  global  physical/mental  status  links  to  place- 
ment success  shows  that  the  least  successful  were  those  with  no 
serious  mental/physical  problems  and  those  with  personal  adjust- 
ment difficulties.  The  clear  implication  is  that,  again,  special  atten- 
tion must  be  paid  to  personal  adjustment  problems,  perhaps  through 
special  incentive  programs  for  DCF  providers.  The  urgency  of  the 
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mental  health/personal  adjustment  issues  was  underscored  by  the 
finding  that,  within  the  conversion  foster  home  group  of  applicants, 
those  with  severe  personal  adjustment  disturbances  and  those  who 
had  been  receiving  mental  health  or  group  clinic  counseling  were 
less  likely  to  be  placed.  On  the  other  hand,  people  from  this  same 
group  who  had  ADL,  IADL,  or  intellectual  (not  personal  adjustment) 
problems  were  more  likely  to  be  placed. 

The  final  portion  of  the  HRCA  study  considered  the  non-institu- 
tional  need  for  services  and  the  extent  of  unmet  needs  (both  as 
determined  by  professional  opinion).  The  most  consistent  require- 
ment was  for  housekeeping,  other  IADL  supports,  periodic  casework, 
counseling  and  advocacy,  recreational  therapy,  information  and  re- 
ferral, friendly  visiting,  transportation/escort,  and  checking/emer- 
gency response.  Specific  physical  and  mental  health  related  services 
were  also  widely  needed.  Not  surprisingly,  the  aged  required,  on 
average,  more  IADL  and  physical  health  related  supports. 

The  analysis  showed  that  the  percentage  of  unmet  IADL  need 
was  not  great.  The  absolute  amount  of  unmet  IADL  need  may,  how- 
ever, be  considerable,  given  Pennsylvania’s  large  population.  Spe- 
cific physical  health  related  unmet  needs  were  high:  26  percent  of 
those  needing  home  nursing  had  unmet  needs,  as  did  90  percent 
of  those  needing  physical  therapy.  If  we  accept  professional  judg- 
ments, this  finding  and  others  with  respect  to  occupational  therapy 
(75  percent  unmet  need)  suggest  a greater  requirement  for  home 
health  services  in  general.  Unmet  need  for  mental  services  was 
also  great,  showing  a lack  among  66  percent  of  those  needing  recre- 
ational therapy,  41  percent  of  those  needing  psychiatric  counseling, 
and  21  percent  of  those  needing  counseling  and  advocacy.  In 
general,  there  was  significant  unmet  need  for  the  aging  and  other 
sub-groups  for  psychiatric  services  and  counseling. 

Although  conversion  foster  home  residents  seemed  to  have  more 
of  their  needs  met  than  did  persons  living  in  the  community,  even 
those  facilities  show  an  apparent  lack  of  physical  health  related 
services  and  some  social  services  (notably  recreational  therapy). 
That  lack  in  all  non-institutional  settings  will  probably  hinder  the 
development  of  a successful  DCF  program  unless  service  delivery 
can  be  coordinated. 

Because  of  the  special  problems  encountered  in  placing  the 
elderly  who  had  been  long-term  residents  of  institutions,  the  HRCA 
group  devoted  special  attention  to  identifying  problems  associated 
with  such  institutionalization  and  to  recommending  ameliorative 
measures.  Researchers  found  that  poor  motivation,  fear  of  inde- 
pendence, and  institutional  attachment  were  the  main  sources  of 
trouble.  To  remedy  these  conditions,  the  group  suggested  special 
programs  aimed  at  the  elderly  in  institutions  to  help  prepare  them 
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for  an  eventual  life  outside,  most  probably  in  a domiciliary  care 
facility. 

This  discussion  of  the  HRCA  study  has  been  quite  extensive  be- 
cause of  its  importance  as  part  of  a larger  analysis  of  DCFs.  The 
study  also  is  the  source  of  some  of  the  most  comprehensive  data 
ever  gathered  on  applicants  for  DCFs.  It  represents  one  of  the  most 
extensive  analyses  of  placement  determinants  and  of  service  require- 
ments. The  data  should  be  further  analyzed  for  provider  character- 
istics and  by  means  of  multivariate  techniques  to  establish  some 
models  of  client,  provider,  and  social  worker  behavior  and  to  sort 
out  complex  interactions  among  various  indicators.  The  last  type 
of  analysis  is  particularly  important  because  of  the  roles  which  the 
researchers  identify  for  the  social  worker  in  making  placement 
decisions. 

Public  Policy:  Perverse  or  Inadequate? 

As  noted  earlier,  concern  with  safety  and  living  conditions  in 
DCFs  led  to  the  adoption  of  the  Keys  Amendment  to  the  Social 
Security  Act  in  1976.  This  legislation  was  intended  to  protect  DCF 
residents  by  forcing  the  individual  States  to  develop  standards  of 
quality  for  those  DCFs  housing  SSI  recipients  and  to  designate 
a single  agency  to  monitor  them.  Unfortunately,  the  States’  re- 
sponses to  this  mandate  were  equivocal  and  inadequate  in  most 
cases.  The  April  1979  Gebran  report,  cited  earlier,  pointed  to  a 
lack  of  definition  of  facilities  to  be  regulated,  to  multiplicities  of 
State  agencies,  and  to  greatly  varying  standards  among  the  States 
which  had  managed  to  come  up  with  monitoring  programs.  In  addi- 
tion, somewhat  paradoxically,  the  provisions  of  the  Keys  Amend- 
ment which  called  for  a reduction  in  SSI  payments  to  clients  in 
“inadequate”  DCFs  may  have  been  responsible  for  the  failure  to 
improve  living  conditions  in  DCFs.  While  Gebran  recognized  that 
many  DCF  residents  and  providers  would  resist  further  bureaucratic 
intrusions  into  their  affairs,  stronger  Federal  and  State  roles  were 
recommended  to  ensure  better  quality  control.  This  mandate  was 
strongly  laid  on  DHHS,  since  its  regulations  contained  an  enormous 
escape  clause  through  which  many  facilities  could  evade  any  type 
of  regulation  under  the  Keys  Amendment.  Specifically,  Department 
regulations  stated  that  the  Keys  Amendment  does  not  apply  to 
facilities  not  offering  care  other  than  board  and  room.  As  a conse- 
quence, numerous  facilities  claimed  exemption  because  they  were 
providing  only  board  and  room,  or  “Eats  and  Sheets”  to  quote  the 
Region  III  study  (Mellody  and  White,  1979). 

Regulating  DCFs  is  difficult,  largely  because  they  are  hard  to 
find.  For  example,  the  referenced  Temple  University  study  was  able 
to  locate  only  about  one-half  of  the  DCFs  they  estimated  to  be  in 
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Philadelphia.  Many  DCFs  are  invisible  because  they  are  small  scale 
operations,  run  on  a “Ma  and  Pa”  basis  without  any  claims  on  the 
Medicare/Medicaid  apparatus  or  on  Title  XX  or  Title  III  funds. 
Similarly,  many  of  these  facilities  make  no  demands  on  State  or 
local  governments’  social  services  agencies.  Essentially,  this  invisi- 
bility stems  from  the  fact  that  DCF  residents,  in  theory,  are  inde- 
pendent individuals  who  use  their  SSI  (or  other  welfare)  checks  to 
support  themselves  in  the  community  in  a pattern  consistent  with 
the  whole  deinstitutionalization  philosophy.  While  some  States  and 
counties  require  DCFs  (or  boarding  houses,  for  that  matter)  to 
register  and  to  be  licensed,  many  States  do  not.  Even  in  those 
States  which  do  have  such  requirements,  small  homes  may  easily 
evade  them. 

Problems  of  DCF  Administration  at  the  State  Level: 

The  CRA  and  GAO  Reports 

Reimbursement  problems  abound  in  DCF  provision.  The  CRA 
report  notes  three  sets  of  reimbursement  issues  in  New  York  alone: 
the  difficulty  of  determining  a fair  DCF  rate;  the  need  to  differentiate 
facility  rate  levels  on  the  basis  of  the  clientele  being  served,  facility 
size,  and  services  provided;  and  the  need  for  flexibility  in  Federal 
administration  of  State  supplementation  of  SSI  payments  (Stein- 
bach,  et  al,  1978).  Reimbursement  determination  (as  of  1978)  had 
been  marked  by  acrimonious  exchanges  between  DCF  operators 
and  State  authorities  over  charges  of  bureaucratic  interference, 
allegedly  discriminatory  admission  practices,  blocking  of  inquiries, 
and  non-accountability  for  service  provision.  Although  New  York 
reimbursement  rates  far  exceeded  those  in  most  other  States,  the 
State  Comptroller  found  that  many  homes  could  not  cover  expenses 
on  the  $387  (1977)  the  State  provided.  On  the  other  hand,  some 
homes  had  much  higher  costs  than  homes  very  similar  to  them, 
allegedly  because  of  excessive  lease  payments  to  companies  with 
which  the  DCF  operators  were  involved.  Homes  also  varied  in  costs 
for  perfectly  legitimate  reasons,  such  as  the  need  to  provide  24-hour 
services  to  the  elderly  in  some  homes,  while  other,  similar  DCFs 
had  lower  costs  because  their  MH  residents  attended  mental  health 
clinics  during  the  day.  Overall,  the  CRA  researchers  concluded  that 
the  New  York  data  base  was  inadequate  to  sustain  judgments  about 
the  financing  of  the  industry  or  the  level  of  adequate  DCF  reimburse- 
ment. 

CRA  also  found  that  more  than  one  or  two  rate  levels  were  needed. 
Specifically,  rates  should  be  related  to  level  of  resident  impairment, 
facility  service  provision  (especially  special  services),  and  general 
cost  reimbursement.  Of  course,  this  assertion  leads  to  many  of  the 
same  reimbursement  issues  considered  in  connection  with  nursing 
homes,  especially  quality  of  care  and  patient  condition. 
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Federal  administration  of  SSI  supplementation  came  in  for  some 
criticism  because  of  alleged  lack  of  flexibility  on  the  part  of  DHHS 
and  Congress.  In  addition,  under  the  Federal  rules,  New  York 
found  itself  unable  to  restrict  payment  of  funds  to  DCFs  on  the 
grounds  of  inappropriate  client  placement  or  need  for  better  stand- 
ards of  enforcement,  except  by  decertifying  facilities.  To  draw 
distinctions  among  facilities,  the  State  might  have  had  to  withdraw 
from  the  system  of  combined  Federal  SSI  and  State  supplementa- 
tion. 

CRA  also  found  that  certificate-of-need  policy  in  New  York  re- 
quired some  revision.  As  with  the  Moreland  Commission  cited 
earlier,  CRA  found  extensive  evidence  of  excess  capacity  in  certain 
areas  of  the  State  (6  percent  in  western  New  York  versus  25  percent 
in  New  York  City)  and  a state-wide  average  of  19  percent.  Approval 
of  all  new  beds  being  considered  by  the  authorities  could  have 
resulted  in  a state-wide  vacancy  rate  of  28  percent,  ranging  from 
37  percent  in  New  York  City  to  14  percent  in  the  Finger  Lakes 
District.  The  main  problem  with  the  certificate-of-need  policy  was 
that  it  was  blind  to  special  circumstances,  for  example,  size  of 
facility,  impacts  on  neighboring  communities,  concentration  of 
homes  in  specific  areas  of  a county  or  city.  Overall,  there  had  been 
little  coordination  among  the  various  responsible  State  agencies  or 
between  the  State’s  mental  health,  welfare,  health  care,  and  health 
planning  bodies. 

In  New  Jersey,  CRA  found  that  certificate-of-need  procedures,  in 
general,  resembled  those  for  medically-oriented  LTC  facilities  (SNFs 
and  ICFs)  and  therefore  did  not  consider  characteristics  unique  to 
DCFs  and  their  potential  residents,  including  clients’  social  mobility 
and  relative  independence.  Furthermore,  DCF  clients  were  counted 
as  receiving  care  in  their  county  of  residence  even  though  they  may 
have  been  “away  from  home.”  Consequently,  northern  New  Jersey, 
formal  residence  for  many  clients,  had  excess  bed  capacity,  while 
Atlantic  County  in  the  south,  where  many  residents  had  gone  for  the 
better  weather,  had  excess  bed  demand.  Nonetheless,  the  State 
formula  could  not  take  this  location  shift  into  account,  and  more 
beds  were  approved  for  the  north.  This  problem  aggravated  yet 
another  problem,  that  of  shortage  of  LTC  Medicaid  beds.  In  many 
areas  which  were  short  of  beds,  LTC  patients/clients  were  placed 
in  unlicensed,  unregulated  boarding  homes.  In  areas  with  excess 
DCF  capacity,  licensed  DCFs  often  kept  residents  who  could  have 
moved  into  an  SNF  or  ICF. 

Other  administrative  and  regulatory  difficulties  found  in  both 
States  concerned  case  review  and  supervision,  standards  enforce- 
ment, placement  criteria,  and  resident  rights.  Both  States  suffered 
from  staff  shortages,  making  case  review  difficult,  and  both  found  it 
hard  to  monitor  unlicensed  facilities  (as  was  also  true  in  the  Temple 
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University  study).  Even  the  Keys  Amendment  did  not  help  because 
DCF  operators  could  claim  that  they  were  offering  only  hotel  type 
services,  precluding  State  intervention  for  “protective  oversight.” 
Although  the  Keys  Amendment  could  have  forced  New  Jersey  au- 
thorities to  identify  DCFs,  that  State  had  a special  problem:  the 
widespread  practice  of  many  DCF  operators  of  accepting  SSI  recipi- 
ents and  then  transferring  them  to  unlicensed  facilities  to  clear  yet 
another  bed.  This  practice  was  made  all  the  more  possible  by  the 
general  shortage  of  LTC  beds  in  many  parts  of  the  State.  Both  States 
also  suffered  from  the  general  lack  of  gatekeepers  and  supervisors. 
Paradoxically,  the  system  of  Federal  administration  of  State  supple- 
mentation aggravated  these  problems  because  it  removed  the  need 
for  SSI  and  supplementary  payment  recipients  to  be  in  contact  with 
State  authorities  who  would  arrange  rates  and  placements  with 
county  authorities.  Under  the  Federal  system,  individuals  could 
arrange  DCF  accommodation  on  their  own  without  any  oversight. 

Enforcement  of  standards  in  both  States  again  suffered  from  lack 
of  staff  and  lack  of  sanctions  applicable  by  the  public  authorities. 
Inspection  schedules  often  could  not  be  met,  facilities  could  prepare 
for  inspections  in  advance,  and  there  were  no  effective  mechanisms 
for  resident  complaints. 

Neither  State  had  clear-cut  placement  criteria.  Although  clients 
with  medical  problems  supposedly  were  not  to  be  placed  in  DCFs, 
many  medically  dependent  people  were  placed  in  those  facilities 
with  doctors’  certifications.  Citing  the  Moreland  Commission,  CRA 
found  that  time  pressures  precluded  effective  assessment,  making 
the  entry  to  the  LTC  support  system  haphazard.  Also,  certificate- 
of-need  procedures  may  have  complicated  placement  by  aggravat- 
ing excess  supply  or  demand  for  LTC  beds.  In  the  former  case,  op- 
erators would  not  wish  to  lose  clients  with  medical  needs  to  LTC 
facilities;  in  the  latter  case,  clients  may  have  been  shunted  into 
care  which  was  at  too  low  a level  for  their  needs.  Neither  State 
had  utilization  review  procedures  for  DCFs,  means  to  assess  needs 
of  prospective  clients,  gatekeepers  to  DCF  care,  or  widespread 
transfer  policies  among  operators  which  would  facilitate  movement 
of  clients  among  sites  as  their  needs  changed.  Perhaps  most  telling 
was  the  fact  that  there  had  never  been  a determination  of  what  type 
of  DCF  may  be  most  beneficial  to  a particular  type  of  resident.  The 
question  of  resident  rights  was  recognized  as  a pervasive  problem 
but  one  which  was  difficult  to  resolve.  Overall,  it  was  found  difficult 
to  protect  clients  from  operators  who  treated  them  as  children  and 
who  abused  them,  often  taking  their  money  or  possessions.  The 
latter  was  a particular  problem  for  clients  completely  reliant  on  SSI, 
whose  monthly  checks  were  often  turned  entirely  over  to  the  pro- 
prietors who  resisted  State  attempts  to  provide  residents  with  a 
modicum  of  private  spending  money. 
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This  review  of  administrative  and  policy  questions  in  these  States 
sharply  emphasizes  the  myriad  administrative  and  implementation 
difficulties  associated  with  such  a multi-faceted  type  of  LTC  provi- 
sion and  demonstrates  the  awesome  problems  in  framing  all-embrac- 
ing DCF  policies. 

In  its  recent  report,  GAO  proposed  a computer-assisted  system 
for  finding  DCF  residents  and  DCF  facilities  without  violating  either 
the  Privacy  or  Freedom  of  Information  Acts  of  1974  (GAO,  1979). 
The  very  simple  GAO  system  involves  computer  sorting  of  SSI 
recipients  to  identify  clusters  of  such  people  living  at  the  same 
address.  After  determining  that  these  people  are  not  independently 
living  in  the  same  hotel,  apartment  house,  or  congregate  care  facil- 
ity, searchers  would  attempt  to  link  the  residents  to  the  DCFs  in 
which  they  may  be  living.  If  they  can  determine  that  the  common 
address  is  a DCF,  the  local  and  State  authorities  can  move  in  to 
inspect  and  license,  if  necessary. 

Some  Policy  Questions:  The  Noble-Conley  Analysis 

John  Noble  and  Ray  Conley  posed  some  provocative  questions 
about  deinstitutionalization  and  DCFs  and  proposed  some  policy 
shifts  which  could  provide  an  excellent  basis  for  a research  program 
(Noble  and  Conley,  forthcoming).  In  addition,  their  questions  and 
suggestions  have  general  applicability  to  the  broadest  issues  in 
long-term  care.  Specifically,  for  DCFs,  they  seem  to  be  asking  if  the 
DCF  can  be  a humane  alternative  to  the  mental  hospital.  We  might 
extend  that  question  to  ask  if  the  DCF  can  be  a humane  alternative 
across  the  spectrum  of  long-term  care,  for  the  nursing  home,  for 
example.  To  answer  either  question,  we  need  data  on  the  numbers  of 
people  who  have  been  (and  could  be)  deinstitutionalized.  We  also 
need  to  know  the  extent  of  domiciliary  care  resources  available.  We 
also  need  information  about  present  or  potential  DCF  linkages  to 
community  services,  such  as  community  mental  health  centers, 
visiting  nurse  associations,  or  transportation  services.  At  present, 
we  have  little  information  of  this  type. 

On  more  particular  grounds,  Noble  and  Conley  address  the  issues 
of  the  perverse  effects  of  certain  provisions  in  the  SSI  legislation. 
They  point,  first,  to  the  average  waiting  time  of  60  days  before  SSI 
eligibility  can  be  determined  for  many  DCF  candidates.  Not  sur- 
prisingly, many  of  these  people  find  themselves  rejected  by  DCF 
operators  who  cannot  wait  for  their  money.  In  other  instances, 
providers  skimp  on  services  until  they  are  assured  of  payment.  In 
either  situation,  the  dependent  person  suffers.  This  suffering  is 
especially  acute  if  the  patient  is  retained  in  an  institution  in  which 
dependency  may  be  increased  even  more  by  frustration  and  forced 
incarceration.  Additionally,  this  type  of  delay  is  not  cost  effective. 


457 


One  study  cited  by  Noble  and  Conley  shows  that  the  average  cost 
of  an  unnecessary  day  in  a mental  hospital  was  $56  versus  $25  for 
SSI  and  health  and  social  support  services  in  less  restrictive  set- 
tings. One  escape  from  this  situation  would  be  to  amend  the  Social 
Security  Act  to  allow  for  presumptive  disability,  and  thus  SSI  pay- 
ment, on  the  grounds  of  certification  by  a competent  professional, 
at  least  until  eligibility  can  be  definitely  established.  Although 
rejected  claims  would  not  require  return  of  the  “temporary”  SSI 
payments,  the  total  cost  would,  allegedly,  be  modest. 

In  a similar  vein,  the  Noble-Conley  article  mentions  eliminating 
the  one-third  reduction  of  SSI  payments  now  levied  against  SSI 
recipients  who  live  within  the  household  of  another  (usually  a family 
member).  It  also  mentions  a proposal  to  eliminate  any  further  deduc- 
tions from  SSI  payments  because  of  services  received  in  kind.  The 
additional  cost  of  eliminating  these  provisions  was  estimated  at  $380 
million.  Both  proposals,  it  is  argued,  could  reduce  the  anti-family 
aspects  of  current  SSI  policy,  although  the  authors  acknowledge 
that  more  research  is  needed  on  effects  of  current  SSI  policy  on  the 
actions  of  family  members  and  potential  DCF  candidates.  At  the 
other  end  of  the  deinstitutionalization  process,  Noble  and  Conley 
recommend  that  SSI  payments  be  continued  for  three  months  in  the 
event  of  reinstitutionalization.  This  would  eliminate  the  anguish  and 
bureaucratic  problems  connected  with  reducing  payments  to  $25 
per  month  as  now  required  when  a DCF  resident  has  to  return  to  the 
mental  hospital  or  another  facility. 

Summary 

Domiciliary  care  defies  any  attempt  at  definition.  More  compli- 
cated and  diverse  than  home  care,  it  lacks  even  the  general  focus  on 
nursing  care  characterizing  nursing  homes.  Furthermore,  the  pur- 
poses and  intentions  of  domiciliary  care  are  complex.  To  some 
analysts  and  policymakers,  DCFs  are  halfway  houses  for  deinstitu- 
tionalized elderly  or  young  people;  to  others  they  are  community- 
based,  old  people’s  homes  of  a non-institutional  type;  to  still  others, 
they  may  be  sheltered  homes  for  the  frail.  Perhaps  it  is  safest  to  say 
that  DCFs  are  all  of  these  and  more.  In  this  circumstance,  the  role 
and  purpose  of  any  individual  DCF  is  not  always  clear,  nor  is  the 
function  of  the  DCF  sector  in  the  spectrum  or  matrix  of  LTC  support 
uncomplicated.  At  present,  DCFs  seem  to  constitute  a set  of  flexible, 
reasonably  safe,  community-based  facilities  providing  low-intensity, 
non-institutional  care — supervision,  meals,  rooms — to  groups  of 
vulnerable  people  who  literally  may  have  no  other  place  to  go  and 
would  find  living  on  their  own  in  the  community  extremely  difficult. 
Because  of  this  general  specification,  however,  DCFs  confront  the 
analyst  with  tough  conceptual,  methodological,  and  empirical 
questions. 
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As  has  been  shown  in  the  discussion  of  the  highly  disparate 
studies  considered  in  this  chapter,  DCF  clients  come  virtually  in  all 
sizes,  shapes,  and  descriptions.  Many  are  aged;  many  are  dis- 
charged from  mental  health  institutions;  others  are  mentally  re- 
tarded, and  still  others  are  just  weak  or  handicapped.  Almost  all 
have  some  physical  and/or  mental  functional  disability.  All  studies 
indicate  that  most  DCF  residents  suffer  from  more  than  one  condi- 
tion; a frequent  finding  is  that  mental  health  problems  and  physical 
disability  combine  to  hinder  ability  to  care  for  oneself  or  to  function 
in  the  community.  DCF  clients  may  not  all  be  physically  weak,  but 
interaction  among  their  conditions — mental,  personal  adjustment, 
and  physical — makes  ADL  and  IADL  functioning  difficult  for  many 
of  them.  Disabilities  and  functional  problems  differ  among  client 
groups:  the  aged  tend  to  be  more  physically  debilitated  than  the 
MHs  or  MRs;  the  latter  obviously  suffer  from  relatively  more  mental 
and  personality  disorders.  What  is  clear,  however,  is  that  all  DCF 
groups  share  most  types  of  infirmities  to  a greater  or  lesser  degree, 
as  do  most  LTC  users.  Interactions  among  infirmities  must  therefore 
be  made  a special  focus  of  analysts’,  policymakers’  and  providers’ 
concerns.  This  diversity  among  disabilities  and  DCF  residents 
makes  disability  specification,  nature  of  interventions,  and  desired 
outcomes  all  very  difficult  to  identify.  It  also  further  complicates  the 
already  troublesome  patient  condition-quality-outcomes  issue  dis- 
cussed in  connection  with  the  nursing  home. 

Diversity  among  clients  is  mirrored  by  variety  among  providers. 
Some  facilities,  usually  private  pay,  resemble  high  quality  hotels 
offering  some  supervision  in  a sheltered  environment  together  with 
good  quality  food  and  accommodations.  Others  are  dirty,  dark,  and 
overcrowded,  providing  little  other  than  “three  hots  and  a cot.” 
Most  probably  lie  in  between,  providing  adequate  food  and  lodging 
in  a supervised,  reasonably  clean  environment.  Many  proprietors 
claim  to  deal  with  their  clients  on  an  arm’s  length  business  basis,  in 
which  SSI  checks  or  other  financial  support  are  exchanged  for 
services.  Actually,  many  clients  come  to  the  DCF  under  public 
auspices  and  through  public  placement,  with  provision  often  result- 
ing from  the  intervention  of  public  authority.  DCFs  differ  not  only 
in  size  and  quality  but  also  in  purpose.  Some  cater  to  the  elderly, 
others  to  mental  health  or  mental  retardation  victims.  For  yet 
others,  their  clientele  is  defined  by  proximity  to  State  mental  hos- 
pitals and/or  by  the  amount  of  excess  demand  or  supply  for  beds 
in  the  vicinity.  Many  DCFs  are  not  licensed  or  regulated,  despite 
the  Keys  Amendment,  and  many  DCF  providers  are  not  trained  in 
providing  adequate  care  and  supervision.  Many  providers  are,  how- 
ever, whether  trained  or  not,  very  skilled  at  caring  and  at  supervising. 

Public  policy,  in  many  cases,  has  both  complicated  and  worsened 
the  DCF  situation.  It  has  also,  through  the  SSI  program,  State  sup- 
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plementation,  and  State  welfare,  health,  and  mental  health  financial 
support,  made  possible  both  access  to  DCF  provision  and  the 
growth  of  a DCF  industry.  Although  SSI  payments  have  ensured 
care  for  many  people  who  would  otherwise  be  unprovided  for,  the 
presumed  personal  and  financial  independence  of  SSI  recipients 
has  left  many  of  them  unsupervised  in  relations  with  DCF  providers. 
Furthermore,  Federal  administration  of  State  supplementation  has 
further  widened  this  supervisory  gap.  The  Keys  Amendment  and 
the  GAO  recommendations  may  alleviate  this  situation  and  help 
lead  to  better  licensure  and  supervision,  but  even  this  outcome  is 
uncertain.  Additionally,  regulation  and  administration  of  the  SSI 
program  at  the  Federal  level  has  delayed  access  to  DCF  provision 
for  many  would-be  users. 

State  action  in  the  DCF  area  parallels  the  jumbled  nature  of 
Federal  policy  and  administrative  action.  Licensure  standards  vary 
widely  from  no  control  to  highly  exacting,  perhaps  excessive,  regu- 
lation. Standards  differ  greatly  among  and  within  States,  and  place- 
ment criteria  are  rare.  Even  where  criteria  exist,  time  pressures, 
staff  shortages,  and  bed  shortages  may  make  them  ineffective. 

An  analyst  attempting  to  place  DCFs  within  useful  categories  will 
be  frustrated  from  the  outset  by  their  complexity  of  type,  purpose, 
and  clientele.  Definition  of  appropriate  clients  can  be  only  very 
general,  interventions  too  various  to  specify,  desired  outcomes  too 
individually  tailored,  and  relevant  costs,  benefits,  and  effectiveness 
too  diverse  to  identify  or  quantify.  At  this  stage  of  the  analysis, 
therefore,  attention  must  be  focused  on  problems  of  definition  and  on 
public  intentions.  Clear  description,  accurate  assembly  of  data, 
and  policy  clarity  must  all  be  provided  before  the  techniques  of 
scientific  analysis  can  be  applied  to  the  DCF  problem  in  an  over- 
all sense.  In  the  meantime,  individual  analyses  of  specific  types  of 
DCF  provision  must  identify  outcomes,  measure  effectiveness  of 
interventions,  and  appropriately  assess  cost-effectiveness. 
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CHAPTER  XIII 


Transportation  and  Dependency 

by  Steven  G.  Thomas 


This  chapter  examines  transportation  as  a necessary  long-term 
care  service.  It  begins  with  an  overview  of  the  characteristics  and 
travel  behavior  of  the  “transportation  handicapped”  and  continues 
with  a summary  of  the  major  transportation  problems  affecting  the 
chronically  impaired.  It  then  analyzes  the  Federal  government’s 
efforts  to  fulfill  the  special  transportation  needs  of  those  elderly  who 
require  long-term  care.  It  concludes  with  an  analysis  of  the  Federal 
perspective  and  presents  recommendations  for  improving  current 
programs  and  policies  to  enhance  the  vital  relationship  between 
transportation  and  long-term  care. 

Immobility  and  the  Need  for  Adequate  Transportation 

A primary  objective  for  long-term  care  services  is  to  improve  and 
maintain  the  mobility  of  a functionally  disabled,  older  person. 
Arthritis,  heart  disease,  frailness,  and  other  debilitating  conditions 
make  it  very  difficult  for  an  elderly  person  to  climb  stairs,  walk  a 
few  blocks,  kneel  and  stoop,  and  keep  pace  with  a crowd.  Also, 
these  physical  limitations  can  create  hardships  for  the  dependent 
elderly  as  they  seek  access  to  essential  services  and  social  activi- 
ties (U.S.  Senate,  Special  Committee  on  Aging,  1980).  In  general, 
long-term  care  providers  must  realize  that  mobility  significantly 
influences  an  older  person’s  physical  and  psychological  well-being. 

Adequate  transportation  is  one  of  the  most  important  mechanisms 
for  improving  the  mobility  status  of  the  dependent  elderly.  Suitable 
transportation  programs  can  help  to  fulfill  essential  long-term  care 
functions,  such  as  ensuring  the  provision  of  necessary  personal  and 
medical  services  and  enhancing  the  independence  and  self-esteem 
of  the  individual.  Furthermore,  adequate  transportation,  by  helping 
to  maintain  the  health  and  social  well-being  of  the  individual,  can 
forestall  the  need  for  institutionalization. 

The  Transportation  Handicapped 

To  appreciate  and  understand  the  significance  of  transportation 
as  a long-term  care  service,  one  must  examine  the  characteristics 
and  travel  behavior  of  the  chronically  impaired  population.  This 
overview  will  introduce  a more  complete  analysis  of  the  relationship 
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between  transportation  and  long-term  care  for  the  dependent  elderly. 

The  statistics  for  this  review  are  from  the  U.S.  Department  of 
Transportation’s  National  Survey  of  Transportation  Handicapped 
People,  released  in  1978.  DOT’S  survey  provides  useful  and  detailed 
information  concerning  the  transportation  behavior  and  requirements 
of  the  chronically  impaired.1  The  survey’s  primary  shortcoming  is 
that  its  sample  was  limited  to  people  living  in  urban  areas,  and  no 
attempt  was  made  to  measure  the  transportation  needs  of  the 
chronically  impaired  who  are  homebound.  From  the  perspective  of 
long-term  care,  it  is  unfortunate  that  these  specific  data  do  not  exist 
because  the  care  needs  of  the  rural  and  homebound  dependent 
elderly  are  usually  more  acute. 

DOT  defined  the  transportation  handicapped  as  people  who: 

• lived  in  urban  area  households  and  were  five  years  of  age  or 
older 

• experienced  general  problems  in  the  past  12  months  such  as  a 
need  for  visual,  hearing,  or  mechanical  aids 

• perceived  they  had  more  difficulty  in  using  public  transportation 
than  persons  without  their  general  problem 

• were  not  homebound  (could  go  outside  at  least  once  a week 
with  or  without  help). 

Characteristics  of  the  Transportation 
Handicapped  Population 

• 7.44  million  or  5 percent  of  the  urban  population  five  years  or 
older  are  transportation  handicapped. 

• Specifically,  among  the  7.44  million, 

1,938,600  (2.61  percent)  use  mechanical  aids  (braces,  canes, 
crutches,  etc.), 

1,572,800  (21.1  percent)  have  a hearing  impairment, 

1,566,000  (21  percent)  have  a vision  impairment, 

409,200  (5.5  percent)  use  a wheelchair,  and 

3,502,300  (47.1  percent)  have  other  problems,  such  as  difficulty 

with  stairs,  stooping,  walking  more  than  one  block,  etc. 

• 47  percent  of  the  transportation  handicapped  are  65  and  over; 
67  percent  are  55  and  over. 

• 21  percent  of  the  total  elderly  population  (65  or  older)  are 
transportation  handicapped. 

• 63  percent  of  the  transportation  handicapped  are  female. 

• 4,940,000  live  in  mass  transit  areas  (areas  within  one-half  mile 
of  a fixed  route  service),  and  2,500,000  live  in  non-mass  transit 
areas. 

1 This  DOT  survey  is  the  most  recent  and  thorough  study  of  the  travel 
behavior  of  the  dependent  elderly.  Similar  studies  published  before  1978 
include  Cantilli  and  Shmelzer,  eds.,  1970;  Mark  Battle  Associates,  1973;  and 
Miklojcik,  1976. 
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Travel  Behavior  of  the  Transportation  Handicapped 

• 98  percent,  or  7,276,000,  take  an  average  of  29.5  trips  per  person 
per  month. 

• 96  percent  of  the  elderly  transportation  handicapped  take  trips 
for  a monthly  average  of  20.4  trips  per  person  per  month. 

• 34  percent  of  all  monthly  trips  are  taken  for  shopping  and  per- 
sonal business. 

• 28  percent  of  all  monthly  trips  are  for  leisure/recreation. 

• 11  percent  of  all  monthly  trips  are  for  medical/therapy  services. 

• 18  percent  of  all  monthly  trips  are  for  work. 

• 9 percent  of  all  monthly  trips  are  for  school. 

Travel  Modes  Used  by  the  Transportation  Handicapped 

Eighty-three  percent  (6.175  million)  of  the  transportation  handi- 
capped use  a car  as  their  principal  means  of  transit.  Of  this  group, 
33  percent  drive  a car  themselves,  and  67  percent  are  driven.  Sixty- 
eight  percent  of  the  transportation  handicapped  have  a car  available. 
However,  14  percent  of  this  group  use  public  transportation. 

For  the  transportation  handicapped  who  do  not  have  access  to  a 
car  (32  percent),  42  percent  use  public  transit.  Twenty-two  percent 
(1,612,000)  use  public  transit  buses,  and  223,000  of  the  transportation 
handicapped  rely  on  the  bus  as  their  only  means  of  transportation. 
Thirteen  percent  (927,000)  use  a taxi  in  an  average  month,  and 
2.2  percent  (165,000)  use  the  subway. 

Throughout  this  review,  these  survey  results  will  help  to  define 
the  transportation  problems  and  provide  valuable  information  to 
analyze  current  programs  and  possible  future  policy  reforms. 

The  Major  Transportation  Problems  Confronting 
the  Dependent  Elderly2 3 

Accessibility 

Due  to  physical  impairments  caused  by  chronic  conditions,  many 
dependent  elderly  are  unable  to  use  most  types  of  public  transpor- 
tation. DOT’S  survey  found  that  because  of  their  physical  problems, 
19  percent  (1,405,000)  of  the  transportation  handicapped  cannot  use 
public  transportation  at  all;  30  percent  (2,175,000)  can  only  use 
public  transit  with  much  more  difficulty  than  a person  without  their 
physical  problems;  and  57  percent  (3,860,000)  have  a little  more 
difficulty  than  people  without  their  physical  problems.  The  primary 
bus  barriers  that  prevented  the  chronically  impaired  from  using  a 


2 The  reader  may  want  to  consult  the  following  sources  for  a fuller  and 
more  detailed  review  of  the  major  transportation  problems  of  the  dependent 
elderly:  Institute  for  Public  Administration,  1975;  Mark  Battle  Associates, 

1973;  U.S.  Department  of  Transportation,  1973;  and  Abt  Associates,  1969. 
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bus  were  the  need  for  a seat  and  difficulty  in  getting  on  and  off. 
Taxi  barriers  included  difficulty  getting  in  and.  out  of  the  taxi  and 
difficulty  in  opening  and  closing  doors. 

The  accessibility  problem  is  not  only  associated  with  vehicular 
barriers.  Within  the  entire  transportation  system,  there  are  a variety 
of  barriers,  any  combination  of  which  can  hinder  or  prevent  maxi- 
mum mobility.  “.  . . it  is  necessary  to  take  an  entire  system  ap- 
proach rather  than  a vehicle  and  service  approach  in  solving  trans- 
portation handicapped  people’s  problems.  Removing  vehicle  barriers 
only  helps  a limited  number  of  transportation  handicapped  who  are 
currently  prevented  from  using  existing  transportation  systems” 
(U.S.  Department  of  Transportation,  1978).  For  example,  49  percent 
of  the  transportation  handicapped  living  in  mass  transit  areas  had 
difficulty  getting  to  the  bus  stop.  Moreover,  the  chronically  impaired 
require  some  form  of  assistance  from  another  person  while  they 
travel.  DOT’S  survey  data  revealed  that  while  61  percent  of  the 
transportation  handicapped  do  not  require  assistance  when  travel- 
ing, 39  percent  (42  percent  of  the  elderly)  do  require  assistance 
throughout  the  entire  trip.  Overall,  the  dependent  elderly  require 
an  accessible  system  which  caters  to  all  of  their  mobility  needs. 


Availability 

For  most  dependent  elderly,  there  is  no  such  thing  as  an  acces- 
sible and  suitable  transportation  system.  Even  if  a chronically  im- 
paired older  person  has  access  to  a barrier-free  public  transit  net- 
work, it  is  likely  that,  because  of  infrequent  schedules  and  limited 
routing,  the  individual  will  still  find  it  difficult  to  travel.  Many  func- 
tionally disabled  elderly  would  be  better  served  by  a demand- 
responsive,  door-to-door,  transportation  service.  Yet,  because  of 
various  program  inefficiencies  and  usage  restrictions,  these  special 
transportation  systems  fail  to  use  their  full  service  potential.  (The 
program  deficiencies  associated  with  these  services  will  be  dis- 
cussed later.) 

The  problem  of  availability  is  especially  severe  for  those  who  do 
not  own  or  have  access  to  an  automobile.  Thirty-three  percent  of 
all  transportation  handicapped  in  urban  areas  do  not  own  a car, 
and  32  percent  do  not  have  access  to  a car.  As  the  DOT  survey 
revealed,  the  transportation  handicapped  rely  overwhelmingly  upon 
the  car  to  meet  their  transit  requirements.  Furthermore,  American 
society  is  dependent  upon  the  automobile  as  its  primary  means  of 
transportation.  Given  this  situation,  the  transportation  handicapped 
who  do  not  have  cars  are  vulnerable  to  rapid  isolation  from  essential 
services  and  social  interaction. 
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Affordability 


According  to  DOT’S  survey,  . . transportation  handicapped  peo- 
ple come  from  lower  income  households.”  Thirty-four  percent  of 
the  transportation  handicapped  live  in  households  with  incomes 
under  $4,000,  while  only  15  percent  of  the  total  urban  population 
has  incomes  below  this  level.  Also,  while  54  percent  of  all  urban 
households  earn  over  $10,000  per  year,  only  29  percent  of  the 
transportation  handicapped  are  from  households  that  earn  more 
than  $10,000.  Lower  incomes  can  directly  affect  the  ability  of  a 
dependent  elderly  person  to  acquire  adequate  transportation  and 
thus  maintain  a limited  degree  of  mobility.3 

In  addition,  many  elderly  who  are  transportation  handicapped 
require  special,  more  expensive  modes  of  transit  because  they  are 
physically  incapable  of  using  mass  transit.  For  instance,  DOT’S 
survey  data  indicate  that  taxis  are  one  of  the  most  accessible  and 
practical  forms  of  public  transportation  for  the  chronically  impaired. 
The  obstacle  which  prevents  most  transportation  handicapped  from 
using  taxis,  however,  is  their  cost.  Forty-five  percent  of  all  people 
surveyed  claimed  they  could  not  afford  the  service.4 

In  short,  many  dependent  elderly  confront  a cruel  paradox  as 
they  budget  a limited  income.  Use  of  expensive  transportation  de- 
pletes precious  resources  needed  for  essentials  such  as  food  and 
medical  care.  And  yet,  if  a dependent  older  person  does  not  use 
an  accessible  but  costly  transit  service,  he  or  she  will  experience 
difficulties  in  obtaining  food  and  medical  care. 

Rural  Living  and  Few  Transportation  Alternatives 

“For  the  rural  elderly  in  particular,  mobility  difficulties  . . . (are) 
compounded  by  the  simple  fact  of  distance  and,  consequently,  high 
travel  costs.  A lack  of  adequate  transportation  in  rural  communities 
translates  into  greater  isolation,  which  in  turn  produces  poorer 
physical  and  mental  health  for  the  rural  elderly”  (U.S.  Senate,  Spe- 
cial Committee  on  Aging,  1980).  The  problem  of  obtaining  neces- 
sary services  and  maintaining  a socially  active  lifestyle  in  rural 
areas  is  even  more  serious  for  the  dependent  older  person  who 
does  not  own  or  drive  a car  because  there  are  few  public  pro- 
grams which  provide  special,  demand-responsive  transportation. 

Statistics  from  the  White  House  Rural  Development  Initiatives 


3 Gillan  and  Wachs  (1975)  found  that,  unless  economic  barriers  are 
eliminated,  improving  a transit  system  will  not  increase  the  mobility  of  many 
elderly.  For  another  discussion  of  the  importance  of  affordable  transporta- 
tion, see  Transportation  Research  Board,  1974. 

4 The  inability  to  purchase  taxi  service  and  suggested  remedies  are 
reviewed  in  Urban  Institute,  1975;  Lovdahl,  1974;  and  Karash,  1975. 
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(1979)  can  help  to  convey  the  dimensions  of  the  transportation  diffi- 
culties of  many  chronically  impaired,  rural  elderly.5 

• 31  percent  of  Americans  in  20,000  towns  with  a population  of 
50,000  or  less  are  served  by  a public  transit  system. 

• About  50  percent  of  America’s  towns  of  50,000  or  less  are  served 
by  intercity  bus  lines. 

• An  estimated  60  percent  of  the  nation’s  towns  with  less  than 
2,500  people  have  no  taxi  service. 

• 45  percent  of  the  rural  elderly  do  not  own  an  automobile. 

• 30  percent  of  all  rural  residents  (compared  with  10  percent  of 
all  urban  residents)  must  travel  more  than  half  an  hour  to  obtain 
medical  care. 

Finally,  the  problem  of  inadequate  transportation  for  the  rural, 
dependent  elderly  is  compounded  by  their  lower  than  average  in- 
comes. For  example,  the  incidence  of  poverty  is  higher  for  the  rural 
elderly  than  for  those  older  people  living  in  urban  areas.  In  1977, 
the  U.S.  Census  Bureau  reported  that  18.7  percent  of  all  persons 
65  or  older  living  in  non-metropolitan  areas  had  incomes  below  the 
poverty  level.  This  rate  was  greater  than  the  11.4  percent  of  all 
elderly  living  below  the  poverty  level  in  metropolitan  areas. 

An  Uncoordinated  and  Fragmented  Transportation 
Planning  and  Delivery  System 

“Transportation  services  have  traditionally  been  provided  to  the 
elderly  and  handicapped  by  health  and  social  service  agencies  and 
organizations  on  an  ad  hoc,  piecemeal,  and  uncoordinated  basis. 
This  had  resulted  in  duplicated,  underused,  and  expensive  services” 
(U.S.  Department  of  Transportation,  1979).  As  practical  as  it  seems, 
agencies  offering  transportation  to  the  dependent  elderly  do  not 
share  resources,  services,  or  equipment.  As  a result,  many  depend- 
ent elderly  are  denied  adequate  door-to-door  or  fixed-route 
transportation. 

The  House  Select  Committee  on  Aging  presents  a good  example  of 
“the  scope  and  magnitude  of  the  duplication  and  fragmentation”  that 
exist  among  community  transportation  projects  created  to  serve 
the  dependent  elderly  (U.S.  House  of  Representatives,  Select  Com- 
mittee on  Aging,  1976).  In  1975,  Pinellas  County,  Florida  had  26  dif- 
ferent projects  serving  the  elderly  and  handicapped.  Among  all  the 
projects  there  were  over  40  vehicles  (not  including  taxis  and  private 


5 A more  extensive  review  of  the  transit  problems  of  the  rural  elderly  can 
be  found  in  U.S.  Department  of  Transportation,  1976,  and  McKelvey  and 
Dueker,  1974.  Recommended  strategies  for  addressing  this  problem  are 
reviewed  in  McKelvey,  1975;  Notess,  Eakes,  Popper  et  at,  1975;  and  Trans- 
portation Research  Board,  1976. 
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cars  driven  by  volunteers)  and  “26  separate  budgets,  maintenance 
bills,  drivers,  and  administrations.” 

Although  the  potential  benefits  from  a centralized  and  coordinated 
transit  system  may  appear  obvious,  there  are  many  barriers  to  con- 
solidation. One  analysis  prepared  for  DOT  found  that  social  service 
agencies  felt  coordination  was  a “good  idea”  but  the  agencies  were 
afraid  that  actual  implementation  of  the  concept  would  threaten 
“their  control  of  program  funds,  client  allegiance,  and  visibility  in  the 
community”  (U.S.  Department  of  Transportation,  1979).  The  study  also 
found  that  labor  problems,  planning  delays,  and  competition  with 
private  transit  operators  were  some  of  the  coordination  problems 
confronting  transit  operators.  Furthermore,  the  study  revealed  that 
barriers  to  coordination  also  exist  in  Federal  statutes  and  program 
regulations  (U.S.  Department  of  Transportation,  1979). 

Along  with  consolidated  program  efforts,  cooperation  between 
transportation  and  social  service  planners  is  required.  As  mentioned 
earlier,  transportation  is  an  important  long-term  care  service  for 
improving  the  mobility  status  of  the  chronically  impaired.  An  ade- 
quate transportation  service  requires  a systems  approach  to  planning 
which  recognizes  the  physical,  social,  and  psychological  require- 
ments of  the  dependent  older  person.  Such  an  effort  will  not  be 
realized,  however,  unless  all  the  transportation  planners,  providers, 
and  operators  in  a given  location  cooperate  by  sharing  their  expertise. 

The  Federal  Perspective 

Federal  regulations,  program  funding,  and  demonstration  projects 
have  a tremendous  influence  over  the  development  and  provision  of 
adequate  transportation  for  the  dependent  elderly.  Given  the  sig- 
nificance of  the  Federal  role,  a review  of  the  major  government 
transportation  programs  and  policy  objectives  is  necessary  to  under- 
stand the  transportation  issue.  Specifically,  it  is  important  to  analyze 
these  Federal  programs  to  see  if  they  exhibit  an  appreciation  for  the 
long-term  care  requirements  of  the  dependent  elderly. 

Department  of  Transportation  Programs 

Section  3,  Urban  Mass  Transportation  Act  of  1964  as  Amended 

Under  Section  3,  there  was  an  estimated  $1.38  billion  available  in 
fiscal  year  1980  to  help  State  and  local  public  transit  agencies  finance 
transportation  projects  in  urban  areas.  Through  grants  or  loans 
administered  by  the  Urban  Mass  Transit  Administration  (UMTA),  Sec- 
tion 3 will  fund  up  to  80  percent  of  the  capital  costs  for  the  acquisi- 
tion, construction,  or  improvement  of  mass  transit  facilities  and 
equipment.  Of  the  estimated  $1.38  billion,  $255  million  was  to  be 
used  to  finance  bus-related  capital  expenditures  in  fiscal  year  1980. 
Section  3 does  not  fund  operating  costs.  Although  this  program 
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exists  to  meet  the  transit  needs  of  the  entire  urban  population,  it  is 
an  UMTA  policy  to  give  priority  to  projects  assisting  the  elderly. 

Section  5,  Urban  Mass  Transportation  Act  as  Amended  in  1975 

Section  5 funds  can  be  used  by  a State  or  local  public  transporta- 
tion agency  for  capital  purchases  or  to  offset  up  to  half  of  a transit 
system’s  operating  costs.  Most  of  the  funds  have  been  used  by 
transit  authorities  to  finance  operating  expenses.  An  estimated 
$1.37  billion  for  fiscal  year  1980  was  distributed  by  UMTA  to  various 
States,  based  on  urban  population  and  population  density.  Section  5 
also  requires  Section  5 recipients  to  charge  half  fares  to  elderly  and 
handicapped  riders  during  non-peak  hours. 

Section  6,  Urban  Mass  Transportation  Act  of  1964  as  Amended 

Section  6,  with  an  estimated  $14.5  million  in  fiscal  year  1980,  allows 
UMTA  to  finance  a variety  of  research  and  demonstration  projects. 
Although  the  funding  is  relatively  insignificant,  Section  6 grants  are 
important  for  funding  innovative  techniques  to  transport  the  chronic- 
ally impaired. 

Section  16(b)(2),  Urban  Mass  Transportation  Act  of  1964  as 
Amended  in  1978 

This  provision  distributes  grants  or  loans  to  buy  vehicles  and  equip- 
ment for  transporting  the  elderly  and  handicapped.6  Recipients  must 
be  private,  nonprofit  organizations  and  pay  a cash  share  of  20  percent 
of  the  capital  costs.  Operating  expenses  must  be  covered  by  funds 
from  other  sources.  This  program  was  supplemented  by  an  estimated 
$20  million  of  Section  3 money  in  fiscal  year  1980  which  was  dis- 
persed to  the  States  in  proportion  to  their  numbers  of  elderly  and 
handicapped  residents. 

Section  18,  Urban  Mass  Transportation  Act  of  1964  as  Amended 

Initiated  in  1979,  this  program  provides  operating  and  capital  funds 
to  improve  rural  and  small  urban  area  transportation.  In  fiscal 
year  1980,  an  estimated  $85  million  was  available,  up  from  $75  million 
in  1979.  Projects  must  provide  maximum  coordination  to  rural  trans- 
portation services.  Both  public  and  private  non-profit  transportation 
agencies  are  eligible  for  funding,  and  the  program  operators  have 
enough  flexibility  to  define  the  type  of  transit  service  to  be  provided 
(for  example,  demand-responsive  or  fixed-route  service).  While  the 


6 For  a case  study  of  how  New  York  State  activated  programs  under 
Section  (16)(b)(2),  see  Brunso,  1975. 
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transportation  must  serve  the  general  public,  the  dependent  elderly 
are  likely  to  benefit  most  from  any  rural  transportation  initiatives. 

Section  16(a),  Urban  Mass  Transportation  Act  as  Amended 

Two  of  the  most  influential  and  controversial  transportation  initia- 
tives for  the  dependent  elderly  have  been  promulgated  through  DOT 
regulations.  The  first  provision  to  be  examined,  16(a),  was  enacted 
in  1970  and  it  states: 

It  is  hereby  declared  to  be  the  national  policy  that  elderly  and 
handicapped  persons  have  the  same  right  as  others  to  utilize 
mass  transportation  facilities  and  services;  that  special  efforts 
shall  be  made  in  the  planning  and  design  of  mass  transportation 
facilities  and  services  so  that  the  availability  to  elderly  and 
handicapped  persons  of  mass  transportation  which  they  can 
effectively  utilize  will  be  assured;  and  that  all  Federal  programs 
offering  assistance  in  the  field  of  mass  transportation  (including 
the  provisions  under  this  Act)  should  contain  provisions  im- 
plementing this  policy.  (Public  Law  91-453,  49  U.S.C.  1601 
etseq.). 

In  April  1976,  the  Urban  Mass  Transit  Administration  and  the  Fed- 
eral Highway  Administration  jointly  issued  regulations  to  meet  the 
Congressional  requirements  enacted  under  16(a).  The  1976  regula- 
tions provided  planning  guidance  and  established  design  criteria  for 
vehicles  and  facilities  funded  under  Federally-assisted  mass  transit 
projects.  Local  transportation  agencies  were  also  required  to  make 
regular  transit  services  more  accessible  to  the  elderly  and  handi- 
capped; efforts  to  achieve  this  purpose  would  serve  as  the  basis  for 
allocation  of  Federal  transportation  funds. 

Upon  entering  office,  DOT  Secretary  Brock  Adams  deferred  imple- 
mentation of  these  regulations  because  of  the  controversy  surround- 
ing UMTA’s  bus  design  standards.  In  short,  critics  felt  that  UMTA’s 
criteria  would  not  make  vehicles  and  facilities  fully  accessible  to  the 
elderly  and  handicapped.  As  a result,  the  DOT  Secretary  announced 
in  May  1977  that  full-size  transit  buses  purchased  with  Federal  funds 
after  September  30,  1979  were  required  to  have  a maximum  floor 
height  of  22  inches,  be  capable  of  “kneeling”  to  18  inches  at  bus 
stops,  and  be  equipped  with  wheelchair  lifts  or  ramps  and  tie-downs. 
“The  effect  of  this  decision  was  to  mandate  Transbus,  a fully-acces- 
sible  bus  that  had  been  designed  through  UMTA’s  research  and 
development  program”  (U.S.  Department  of  Transportation,  1979). 

When  bids  were  solicited  to  build  a vehicle  to  meet  the  Transbus 
specifications,  however,  no  manufacturers  submitted  bids.  They  con- 
tended that  the  technological  and  commercial  aspects  surrounding 
the  specifications  “made  the  risk  of  bidding  too  great”  (U.S.  Depart- 
ment of  Transportation,  1979). 
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Section  504,  Rehabilitation  Act  of  1973 

Greater  implications  for  the  design  and  cost  of  public  transporta- 
tion vehicles  and  facilities  arose  following  DOT’s  issuance  of  regula- 
tions implementing  Section  504,  which  declares: 

No  otherwise  qualified  handicapped  individual  in  the  United 
States  . . . shall,  solely  by  reason  of  his  handicap,  be  excluded 
from  the  participation  in,  be  denied  the  benefits  of,  or  be  sub- 
jected to  discrimination  under  any  program  or  activity  receiving 
Federal  financial  assistance  (U.S.  Senate  Special  Committee 
on  Aging,  1979,  p.  145  and  Public  Law  93-112,  29  U.S.C.  790 
etseq.). 

Issued  on  May  31,  1979,  these  regulations  required  that  all  public 
transit  buses  purchased  with  DOT  funds  after  July  2,  1979,  had  to  be 
wheelchair  accessible  and  that  within  10  years,  50  percent  of  the 
rush-hour  buses  had  to  be  wheelchair  accessible.  Similar  accessi- 
bility requirements  and  time  limits  were  set  with  respect  to  rapid 
transit,  light  rail,  and  commuter  rail  facilities.  Also,  any  Federally- 
assisted  transit  system  not  made  accessible  by  July  1982  must  pro- 
vide interim  accessible  service  until  the  entire  transportation  network 
is  barrier-free. 

These  final  regulations  have  generated  a great  deal  of  controversy, 
primarily  due  to  the  projected  costs.  Opponents  argue  that  “the 
regulations  are  unlawful  because  the  broad  congressional  policy  of 
non-discrimination  in  Section  504  neither  authorizes  nor  requires 
sweeping  affirmative  actions,  costing  billions  of  dollars  . . .”  (U.S. 
Department  of  Transportation,  1979).  Opponents  also  contend  that 
special,  door-to-door  services  would  be  the  most  effective  and  effi- 
cient transit  system.  They  also  argue  that  even  when  public  transit 
vehicles  and  facilities  are  made  accessible,  many  of  the  chronically 
impaired  will  be  unable  to  travel  from  their  homes  to  the  transit  stops. 

Advocates  for  DOT’s  regulations  claim  that  Section  504  is  civil 
rights  legislation  which  demands  equal,  not  separate,  transportation 
for  all.  They  argue  that  special  services  stigmatize  the  user  and  are 
inherently  unequal  because  of  their  high  user  costs  and  restrictions 
in  service.  In  short,  the  handicapped  have  a civil  right  to  be  incor- 
porated into  the  mainstream  of  society,  and  a fully  accessible  transit 
system  would  make  this  possible. 

Department  of  Health  and  Human  Services  Programs 

Title  XX — Social  Service  Amendments  of  1974  as  Amended, 
Social  Security  Act 

Title  XX  assists  States  in  providing  social  services  to  the  poor. 
Individual  States  receive  $2.5  billion  through  formula  grants,  which 
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can  be  used  to  pay  up  to  75  percent  of  the  cost  of  providing  neces- 
sary services  to  those  persons  receiving  Federal  income  assistance. 
“Of  the  $2.5  billion,  about  $42  million,  or  1.7  percent  is  expended  for 
transportation,  but  no  data  exist  to  show  how  much  of  that  amount 
is  going  to  older  persons”  (U.S.  House  of  Representatives,  Select 
Committee  on  Aging,  1976). 

Title  III — Older  Americans  Act  of  1965  as  Amended  1978 

Under  Title  III,  funds  are  allocated  on  a formula  basis  to  State  and 
local  aging  offices  to  develop  systems  of  comprehensive  and  coor- 
dinated social  services  for  the  elderly.  “In  fiscal  year  1975,  approxi- 
mately 20  percent  of  all  Federal  funds  for  area  planning  and  social 
services,  or  about  $16  million,  was  spent  on  transportation”  (U.S. 
House  of  Representatives,  Select  Committee  on  Aging,  1976). 

Title  XIX — Social  Security  Act  as  Amended 

Medicaid  regulations  require  that  States  must  ensure  necessary 
transportation  of  Medicaid  recipients  to  and  from  the  providers  of 
health  services.  There  are,  however,  no  accurate  estimates  con- 
cerning the  amount  of  Medicaid  funds  spent  on  transportation. 

Federal  Transportation  Objectives  and  the 
Government’s  Interpretation  of  the  Problem 

A review  of  the  Federal  transportation  programs  for  the  dependent 
elderly  reveals  that  the  government’s  primary  objective  is  to  develop 
a more  accessible  and  affordable  urban  public  transit  system.  Fur- 
thermore, DOT  has  established  regulations  to  ensure  all  chronically 
impaired  persons  equal  access  to  every  public  transit  vehicle  and 
facility.  A secondary  but  important  transportation  objective  has  been 
to  encourage  the  research  and  development  of  innovative  vehicles 
and  systems  for  transporting  the  functionally  disabled. 

Apparently  these  objectives  address  what  Federal  officials  believe 
are  the  major  transportation  problems  of  all  dependent  persons.  For 
instance,  the  government  presumes  that  a major  problem  for  most 
functionally  disabled  persons,  is  the  inability  to  use  public  transporta- 
tion because  of  vehicular  and  facility  barriers.  Another  problem,  from 
the  Federal  perspective,  is  that  inaccessible  public  transit  systems 
violate  the  civil  rights  of  a chronically  impaired  individual.  Finally, 
the  government  feels  that  many  dependent  elderly  and  handicapped 
people  desire  special,  demand-responsive  transportation,  but  such 
services  are  rarely  adequate. 

Federal  Transportation  Objectives  and 
Long-Term  Care  for  the  Dependent  Elderly 

None  of  the  major  Federal  transportation  programs  focuses  on 
long-term  care.  Nevertheless,  most  of  the  government’s  efforts  to 
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assist  the  transportation  handicapped  population  fulfill,  to  some 
degree,  the  mobility  requirements  of  the  dependent  elderly.  The 
dependent  older  people  who  are  not  homebound  and  who  are  living 
in  urban  areas  would  obviously  benefit  from  a more  accessible  and 
affordable  transit  system.  Also,  special,  door-to-door  transportation 
services  could  enhance  the  mobility  of  the  chronically  impaired 
elderly  who  are  only  able  to  travel  with  great  difficulty.  These  gen- 
eral assumptions,  however,  cannot  be  substantiated,  primarily  be- 
cause DOT  never  evaluates  the  transportation  programs  from  the 
perspective  of  long-term  care. 

UMTA’s  efforts  to  improve  all  public  transportation  vehicles  and 
facilities  may  in  fact  assist  a significant  number  of  elderly  people 
who  require  some  level  of  long-term  care  transit  service.  But  a 
sensitive,  adequate  system  can  only  evolve  if  the  transportation 
planners  and  policymakers  recognize  and  appreciate  the  specific 
long-term  mobility  requirements  of  the  dependent  elderly.  Present 
transportation  policies  for  the  elderly  and  handicapped  would  be 
more  effective  if  it  were  understood  that  these  initiatives  could  also 
provide  an  important  long-term  care  service. 

There  are  several  indications  that  a long-term  care  perspective 
would  enhance  the  effect  of  transportation  policy  objectives  and 
programs.  First,  transportation  policymakers  have  failed  to  study 
the  mobility  requirements  of  the  elderly  who  are  homebound  or 
living  in  institutions.  Moreover,  planners  have  not  examined  the 
transit  network  associated  with  delivering  long-term  care  services 
(such  as  home  health  care)  to  homebound  individuals.  The  trans- 
portation needs  of  this  segment  of  the  dependent,  elderly  popula- 
tion have  been  overlooked,  principally  because  policymakers  do 
not  recognize  the  value  of  transportation  as  an  essential  long-term 
care  service. 

A second  example  of  how  a proper  understanding  of  long-term 
care  would  improve  transportation  programs  for  the  functionally 
disabled  is  a product  of  DOT’s  transportation  handicapped  survey. 
The  results  indicate  that  current  transportation  programs  may  not 
constitute  the  most  effective  or  efficient  approach  for  serving  the 
chronically  impaired.  Those  interviewed  were  more  interested  in  a 
subsidized,  demand-responsive  transit  system  than  an  accessible, 
fixed-route  system.7  The  subsidized,  door-to-door  alternative  would 
remove  many  more  travel  barriers  than  a fully  accessible  public 
transit  system  could  eliminate.  One  result  which  is  particularly  in- 


7 DOT’s  survey  indicates  that  the  combination  of  a separate,  door-to-door 
service  and  individual  subsidies  has  the  widest  appeal  among  potential 
users  who  are  transportation  handicapped;  75  percent  expressed  an  interest. 
In  contrast,  59  percent  indicated  an  interest  in  using  a fully  accessible, 
fixed-route  system. 
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teresting  from  a long-term  care  perspective  is  that  42  percent  of  the 
elderly  who  are  transportation  handicapped  require  assistance  while 
traveling. 

These  results  suggest  that  the  dependent  elderly  require  much 
more  than  simply  an  accessible  public  transit  system.  Not  only  do 
they  desire  a more  personal  system,  but  their  health  conditions 
require  an  alternative  to  public  transit.  Enlightened  transportation 
policy  objectives  and  programs  are  required  to  address  the  real 
transit  needs  of  the  dependent  elderly.  Policymakers,  however,  must 
understand  the  long-term  mobility  problems  of  the  functionally 
disabled  before  they  can  develop  more  effective  objectives  and 
programs. 

Analysis  and  Recommendations 

DOT’S  Regulations  Implementing  Section  504  Must  be  Revised 

Currently,  it  is  not  economically  feasible  for  public  transportation 
agencies  to  abide  by  DOT’S  regulations.  The  American  Public 
Transit  Association  contends  that  an  expenditure  of  $3  to  $5  billion 
would  be  required  to  make  existing  transit  systems  fully  accessible. 
The  Congressional  Budget  Office  reported  that  if  the  DOT  regula- 
tions were  enacted,  they  would  cost  an  estimated  $6.8  billion  over 
the  next  30  years.  Moreover,  such  an  accessible  system  would 
serve  no  more  than  7 percent  of  all  severely  disabled  persons  living 
in  urban  areas  (Congressional  Budget  Office,  1979).  As  previously 
mentioned,  DOT’s  own  survey  revealed  that  the  greatest  number  of 
transportation  handicapped  people  desire  and  would  be  able  to  use 
a subsidized,  demand-responsive  transit  system. 

As  an  UMTA  report  states,  “.  . . the  issue  today  is  not  whether 
or  not  to  accommodate  the  special  transportation  needs  of  elderly 
and  handicapped  persons  but  how  to  accommodate  them  and  at 
what  cost”  (U.S.  Department  of  Transportation,  1979).  The  current 
regulations  issued  by  DOT  are  not  the  type  of  sensitive  and  en- 
lightened rules  which  will  encourage  and  support  the  creation  of  an 
efficient,  effective  transit  system  for  the  functionally  disabled. 

More  Research  is  Needed  Concerning  the  Transportation  and 
Mobility  Requirements  of  the  Dependent  Elderly 

As  a whole,  UMTA’s  research  and  demonstration  efforts  are  re- 
spectable and  useful.  These  efforts,  however,  must  be  expanded  to 
include  the  transportation  handicapped  people  living  in  all  parts 
of  the  country  and  in  all  types  of  facilities.  For  example,  a detailed 
survey  of  the  urban  transportation  handicapped  exists,  but  there  is 
virtually  no  information  on  the  transportation  needs  of  the  rural 
dependent  person.  Overall,  policymakers  must  study  more  thor- 


475 


oughly  the  transit  requirements  of  those  impaired  persons  who  do 
not  have  access  to  public  transportation.8 

Second,  the  mobility  and  transportation  requirements  of  the  home- 
bound  and  institutional  care  residents  must  be  studied.  In  fairness 
to  DOT,  its  1977  survey  did  include  a quota  sample  of  dependent 
persons  living  in  group  living  facilities  (boarding  homes,  congregate 
living  quarters,  etc.).  Yet  a complete  analysis  cannot  be  based  on 
these  results,  since  the  sample  was  not  chosen  randomly,  and 
residents  in  only  certain  types  of  facility  were  interviewed. 

Third,  the  transportation  problems  experienced  by  the  providers 
of  long-term  care  in  the  home  should  be  examined.  Is  transporta- 
tion a significant  problem  for  these  providers?  Do  transportation 
problems  hinder  the  efficient  and  effective  delivery  of  services  to 
the  homebound?  More  information  is  needed  to  determine  whether 
these  questions  are  pertinent.  Finally,  transportation  for  the  chroni- 
cally impaired  must  be  analyzed  with  a long-term  care  perspective. 
Policymakers  and  analysts  must  evaluate  transportation  as  a long- 
term care  service  to  determine  the  function  and  importance  of 
transportation  in  improving  the  mobility  status  of  the  functionally 
disabled. 

The  Implications  of  a Transportation  Handicapped  Person 
Owning  or  Having  Access  to  an  Automobile  Must  be  Recognized 

It  appears  that  transportation  planners  have  taken  for  granted 
the  predominant  role  of  the  car  in  servicing  the  transportation  needs 
of  the  chronically  impaired.  Practically  all  transportation  planning 
and  policy  for  the  functionally  disabled  is  focused  on  mass  transit 
or  special  transportation  services.  Yet  the  overwhelming  majority  of 
the  transportation  handicapped  will  continue,  in  the  immediate 
future,  to  rely  on  the  automobile  as  their  primary  mode  of  transit.9 
This  reliance  could  generate  some  very  difficult  problems,  however, 
especially  for  the  dependent  elderly. 

As  older  people  live  longer,  the  aging  process  and  chronic 
conditions  increase  the  likelihood  that  an  older  driver  will  no  longer 
be  capable  of  operating  the  vehicle  safely.  Also,  rising  gasoline 
prices  will  certainly  hinder  the  travel  behavior  of  those  dependent, 
elderly  drivers  with  limited  or  fixed  incomes.  The  automobile  is 
important,  but  because  of  this  dependency  on  the  car,  future  trends 
may  decrease  the  mobility  of  many  functionally  disabled  drivers. 
Transportation  planners  must  realize  and  contend  with  the  impli- 
cations of  these  potential  problems. 


8 The  following  studies  review  methods  for  determining  transit  needs  and 
measuring  the  latent  demand  for  transportation  by  the  dependent  elderly: 
Miller,  1976;  Yukubousky  and  Politano,  1974;  and  Hoel  et  al,  1968. 

9 For  a profile  and  analysis  of  elderly  drivers,  see  Planek  and  Overend, 
1973. 
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The  Transportation  Handicapped  Must  Become  Active  Participants 
in  the  Planning  of  Transportation  Policies  and  Programs 

Transportation  policymakers  cannot  rely  on  their  own  perceptions 
of  the  problems  confronting  the  elderly  and  handicapped.  Both  the 
dependent  elderly  and  the  handicapped  must  be  consulted  and 
given  the  opportunity  to  contribute  toward  the  development  of  ade- 
quate transit  systems.  By  expressing  their  transportation  and  mo- 
biliy  requirements,  the  transportation  handicapped  can  help  to 
create  an  effective  and  efficient  system  of  barrier-free  vehicles  and 
facilities.10 

Transportation  Programs  Must  Be  Coordinated  and  Consolidated 

At  the  delivery  level,  agencies  serving  the  transportation  handi- 
capped should  pool  and  share  their  transportation  resources  (equip- 
ment, personnel,  maintenance,  administration).  Such  a recommen- 
dation, however,  will  be  very  difficult  to  implement  until  some  human 
and  institutional  barriers  are  removed.  One  problem  is  that  agencies 
are  constantly  seeking  to  protect  their  realm  of  the  social  service 
arena.  Scarce  funds  and  agency  pride  can  create  a highly  com- 
petitive environment  which  makes  it  difficult  to  cooperate  and  share 
resources.  Moreover,  franchise  problems  and  friction  between 
agency  providers,  public  transit  authorities,  and  taxi  companies  are 
major  roadblocks  to  a more  efficient  transportation  system. 

A primary  cause  for  the  friction  and  fragmentation  at  the  local 
level  is  Federal  transportation  policies  and  regulations.  There  are 
at  least  “30  major  sources  of  Federal  funds  financing  transportation 
services  to  the  elderly  . . .”  (U.S.  House  of  Representatives,  Select 
Committee  on  Aging,  1976).  Every  one  of  these  funding  sources  is 
governed  by  program  restrictions  which  stipulate  user  character- 
istics, income  restrictions,  health  requirements,  and  service  area. 
This  hodgepodge  of  Federal  programs  and  regulations  inevitably 
creates  a variety  of  agencies  at  the  local  level  providing  transporta- 
tion services  to  essentially  the  same  target  group. 

Ultimately,  the  best  approach  for  improving  coordination  is  to 
thoroughly  revise  government  transportation  regulations  and  pro- 
grams. The  30-odd  programs  which  are  scattered  across  different 
Federal  agencies  must  be  consolidated.  Program  regulations  must 
be  reformed  so  that  the  rules  complement  the  intent  and  purpose  of 
creating  a complete  and  adequate  transportation  system  for  the 
functionally  disabled. 


10  Providers  may  find  these  two  handbooks  useful  for  planning  and  operat- 
ing a transit  program  for  the  dependent  elderly:  Institute  of  Public  Administra- 
tion, 1975,  and  Brail,  Hughes,  and  Arthur,  1976.  It  is  essential,  however, 
that  the  planning  process  include  the  elderly  (recipients)  as  active  par- 
ticipants. 
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The  Potential  of  Volunteer  Services  as  a Transportation 
Resource  Must  Be  Recognized  and  Used 

Volunteers  play  a significant  role  in  delivering  transportation  serv- 
ices to  the  dependent  elderly.11  Most  social  service  agencies  de- 
pend, to  some  degree,  on  volunteer  labor  to  operate  transportation 
programs  for  the  functionally  disabled.  One  can  also  assume  that 
many  neighbors  and  friends  volunteer  their  time  on  an  unorganized 
basis  to  transport  the  dependent  elderly.  During  these  times  of  fiscal 
restraint  and  less  “big”  government,  volunteers  constitute  one  of  the 
most  valuable  transportation  resources  of  the  dependent  elderly 
population.  Every  effort  must  be  made  to  offer  incentives  and  to 
publicize  the  need  for  volunteers.  One  of  the  most  important  incen- 
tives to  volunteer  could  be  to  offer  attractive  income  tax  deductions 
to  those  persons  who  offer  their  cars  and  time  to  transport  the 
functionally  disabled. 

Transportation  for  the  Chronically  Impaired  Should  be  Provided, 
Not  According  to  Age,  but  According  to  Need 

Age-based  transportation  programs  are  probably  not  the  most 
effective  mechanisms  for  improving  the  mobility  status  of  the  de- 
pendent elderly.  The  transportation  handicapped,  as  a whole, 
encounter  mobility  barriers  regardless  of  their  age.  Chronic  condi- 
tions, although  most  prevalent  among  the  elderly,  hinder  persons  of 
all  ages;  there  are  rarely  any  transportation  problems  which  are 
unique  to  the  dependent  elderly.  Therefore,  special  transit  policy 
should  serve  all  persons  who  encounter  transportation  barriers. 
When  such  legislation  is  formulated  toward  a specific  age  group, 
it  prevents  the  creation  of  a well-financed,  coordinated  system  of 
accessible  transportation  because  limited  funds  are  used  inefficiently, 
resulting  in  a fragmented  delivery  network. 

Transportation  Must  Be  Perceived  As  a Social  Service  Which  Is  Re- 
quired to  Improve  the  Mobility  Status  of  the  Functionally  Disabled 

A total  systems  approach  is  needed  to  develop  an  adequate 
transit  network  that  would  truly  serve  the  chronically  impaired. 
Engineers,  legislators,  program  administrators,  and  user-group  advo- 
cates must  all  expand  their  understanding  of  the  transportation 
problems  confronting  the  handicapped.  The  issue  is  not  simply 
accessible  transportation  because  limited  funds  are  used  inefficiently, 
mand-responsive  services.  Ultimately,  the  transportation  provided 
must  enhance  the  well-being  of  the  user. 


11  The  value  and  importance  of  volunteers  has  been  highlighted  in  various 
studies.  See  Millar  and  Kline,  1975;  Teixeira  and  Karash,  1975;  and  Crain 
and  Associates,  1974. 
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Conclusion 

The  most  immediate  solution  for  improving  the  mobility  status  of 
the  transportation  handicapped  is  to  provide  subsidized,  demand- 
responsive  transportation.  Both  DOT’S  survey  and  the  CBO  report 
indicate  that  providing  door-to-door  transit  services,  along  with  sub- 
sidized fares,  would  be  the  most  efficient  and  effective  form  of 
service,12  but  several  factors  must  be  considered.  Many  elderly 
and  handicapped  expressed  the  need  and/or  desire  for  assistance 
while  they  travel.  A major  problem  with  taxi  service  is  that  the 
assistance  one  receives  (if  any)  is  not  adequate.  Furthermore, 
transporting  dependent  individuals  is  just  one  component  of  serv- 
icing mobility  needs.  Transportation  handicapped  people  must  also 
be  able  to  move  around  effectively  once  they  have  reached  their 
destinations. 

The  present  demand-responsive  system  of  transit  services  must 
be  thoroughly  restructured  and  replaced  by  a more  centralized 
service  network.  This  consolidated  social  service  transportation  must 
then  be  supplemented  by  subsidized  taxis  (where  they  exist).  In  addi- 
tion, incentives  are  required  to  encourage  the  participation  of  many 
more  volunteers. 

Finally,  policymakers  must  weigh  the  costs  and  benefits  of  making 
public  transportation  more  accessible.  All  mass  transit  users  would 
no  doubt  benefit  from  improved  vehicle  and  facility  design.  But  some 
very  difficult  decisions  must  be  made  to  determine  how  extensive 
these  alterations  should  be.  Nonetheless,  the  transportation  handi- 
capped do  have  a right  to  an  accessible  and  dignified  mode  of 
transportation.  A well-conceived,  extensive  system  of  demand- 
responsive  transit  services,  operated  by  conscientious  individuals, 
would  substantially  improve  the  mobility  of  all  transportation  handi- 
capped persons. 
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Chapter  XIV 

Mental  Illness  and  the  Elderly 

by  Marni  J.  Hall 


This  chapter  discusses  (1)  the  extent  and  causes  of  mental  dis- 
orders in  the  elderly,  (2)  utilization  of  services  by  the  mentally  ill 
elderly,  (3)  barriers  to  the  receipt  of  appropriate  mental  health  serv- 
ices, (4)  the  major  mental  disorders  of  the  elderly  and  their  prog- 
noses, (5)  possible  policy  changes  in  Medicare  and  Medicaid 
psychiatric  coverage,  and  (6)  ideas  for  future  research. 

Need  for  Mental  Health  Services  for  the  Elderly 

Glasscote  (1977)  and  others  state  that  old  age  puts  one  at  a high 
risk  of  psychiatric  disability.  From  15  to  25  percent  of  the  elderly 
living  in  the  community  have  moderate  or  severe  mental  health 
problems  (Epstein,  1975).  “Psychopathology,  in  general,  and  depres- 
sion, in  particular,  rise  with  age.  The  World  Health  Organization 
reports  that  the  highest  incidence  of  new  cases  of  psychopathology 
of  all  ages  is  found  in  persons  65  and  older,  with  the  rate  of  new 
cases  approximately  2Vz  times  that  found  in  the  next  highest  age 
group”  (Pardes,  1979).  One  quarter  of  all  reported  suicides  in  the 
United  States  are  committed  by  the  elderly  (Cohen,  1977). 

Some  of  the  factors  believed  to  be  related  to  the  greater  need 
for  mental  health  services  by  the  elderly  include  (1)  the  presence  of 
chronic  physical  ailments  limiting  activity  and  frequently  resulting  in 
pain  and  isolation,  (2)  loss  of  age  peers  (including  spouse)  through 
death  or  institutionalization,  (3)  diminished  and  often  inadequate 
financial  resources,  (4)  changes  in  identity  brought  on  by  retirement, 
and  (5)  the  fear  of  serious  debilitating  illness  and  death.  Some 
suspected  causes  are  drug  interactions,  inappropriate  drug  dosages, 
and  nutritional  deficiencies.  However,  there  is  limited  empirical 
evidence  on  factors  which  increase  the  risk  of  mental  illness  for  the 
elderly.  Blazer  (1980)  points  out  that  mental  illness  in  the  elderly  is 
undoubtedly  caused  by  a number  of  interacting  factors.  Most  older 
people  experience  multiple  stresses  and  yet  do  not  become  mentally 
impaired.  His  research  suggests  that  stressful  life  events  “are  not 
important  risk  factors  for  the  development  of  mental  health  impair- 
ment in  the  elderly  when  physical  health  and  social  support  are 
controlled.”  Additional  research  is  needed  to  identify  contributing 
factors  and  the  characteristics  of  those  elderly  persons  who  seem 
to  be  most  vulnerable  to  mental  illness. 
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Utilization  of  Services  by  the  Elderly  Mentally  III 
Mental  Health  Settings 

Use  of  mental  health  services  by  the  elderly  differs  from  that  of 
the  general  population.  Although  the  elderly  compose  11  percent  of 
the  population  and  have  a greater  need  for  these  services,  they  are 
under-represented  in  admissions  to  mental  health  settings.  Table 
XIV-1  indicates  that  elderly  admissions  accounted  for  only  4.8  per- 
cent of  total  admissions  to  the  mental  health  services  listed  for  1971 
and  1975.  The  highest  admission  rates  were  for  the  institutional 
settings,  that  is,  the  private  and  public  mental  hospitals  and  general 
hospital  psychiatric  units;  the  lowest  rates  were  for  the  outpatient 
settings  (the  community  mental  health  centers  and  outpatient  serv- 
ices). Data  on  services  provided  by  private  psychiatrists  indicate 
that  only  2 percent  of  their  time  is  spent  serving  the  elderly  (Ronch 
and  Maizler,  1977),  in  what  is  frequently  believed  to  be  primarily  an 
assessment  rather  than  a treatment  capacity. 

Non-Mental  Health  Settings 

The  utilization  statistics  for  the  settings  in  Table  XIV-1  would 
present  a fairly  complete  description  of  mental  health  care  received 
by  the  under  65  age  group,  but  the  elderly  have  been  described  as 
being  “on  the  periphery  of  mental  health  care”  (Cohen,  1976). 
A large  proportion  of  the  elderly  mentally  ill  never  come  in  contact 
with  mental  health  professionals.  Many  are  cared  for  by  physicians 
who  are  not  psychiatrists;  others  receive  care  in  nursing  homes. 

Cummings  (1977)  estimated  that  as  many  as  60  percent  of  Medicare 
beneficiaries’  visits  to  their  physicians  were  for  emotional  distress, 
rather  than  for  physical  illness.  Mental  health  professionals  acknowl- 
edge the  role  of  the  general  medical  practitioner  in  treating  the 
mentally  ill  of  all  ages  (Health  United  States,  1978).  In  the  over 
65  group,  this  role  is  even  more  important  because  of  this  age 
group’s  tendency  to  define  problems  as  physical  rather  than  mental. 
Often  physical  and  mental  illness  are  very  closely  related;  for 
example,  a chronic  disabling  condition  can  lead  to  serious  depres- 
sion. The  precise  number  of  mentally  ill  elderly  seeking  care  from 
their  physicians  for  mental  health  problems  is  unknown,  but  it  is 
believed  to  be  considerable. 

In  1977,  approximately  22  percent  of  the  nursing  home  population 
(288,000  persons)  was  listed  as  mentally  ill  or  senile.  This  is  com- 
pared to  170,000  in  mental  hospitals  (Division  of  Biometry  and 
Epidemiology,  1980).  Since  only  those  persons  with  a primary 
diagnosis  of  mental  illness  are  included  in  this  figure,  it  is  a very 
conservative  estimate.  Including  all  of  the  elderly  with  mental  or 
behavioral  problems  would  increase  the  figure  to  at  least  one-half 
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TABLE  XIV-1 

Admissions  65  Years  of  Age  and  Over  as  a Percent 
of  Total  Admissions  to  Selected  Mental  Health  Services, 
U.S.,  1971  and  19751 


All  Services 

1971 

1975 

4.8 

State  and  County  Mental  Hospitals 

8.5 

5.3 

Private  Psychiatric  Hospitals 

11.5 

9.9 

General  Hospital  Inpatient  Units 

7.0 

7.4 

Community  Mental  Health  Centers 

3.6 

4.0 

Outpatient  Psychiatric  Services 

2.1 

3.8 

1 Data  provided  by  the  Division  of  Biometry  and  Epidemiology,  National 
Institute  of  Mental  Health,  Alcohol,  Drug  Abuse  and  Mental  Health  Administra- 
tion, U.S.  Department  of  Health  and  Human  Services. 


to  two-thirds  of  the  total  number  of  nursing  home  residents  (Redick, 
1974).  It  is  only  within  the  past  10  years  that  nursing  homes  have 
become  common  settings  for  the  elderly  mentally  ill.  The  reasons 
for  this,  and  nursing  homes’  appropriateness  for  treating  this  group, 
are  discussed  in  the  following  sections  of  this  chapter. 

The  Effect  of  Deinstitutionalization  on  the  Utilization  of  Mental 
Health  Services  by  the  Elderly 

The  deinstitutionalization  movement  had  far-reaching  effects  on 
the  treatment  of  the  mentally  ill.  Four  major  reasons  (Comptroller 
General,  1977)  for  this  massive  shifting  of  patients  out  of  mental 
hospitals  were:  (1)  humanitarian  concerns  about  the  poor  conditions 
prevalent  in  these  facilities  and  the  lack  of  adequate  treatment; 
(2)  changes  in  the  current  psychiatric  philosophy  which  favored 
community  treatment;  (3)  the  discovery  and  increasing  popularity 
of  psychotropic  drugs;  and  (4)  court  decisions  against  involuntary 
commitment  and  in  favor  of  treating  patients  in  the  least  restrictive 
environment.  The  goal  of  the  deinstitutionalization  movement  was 
to  reduce  the  population  of  State  mental  hospitals  by  at  least  half. 
This  goal  was  to  be  achieved  both  by  relocating  the  current  popu- 
lation and  by  restricting  new  admissions. 

In  1963,  P.L.  88-164,  Title  II,  authorized  the  establishment  of 
community  mental  health  centers  (CMHCs).  These  centers  were  to 
provide  a comprehensive  array  of  mental  health  services  in  the 
community,  regardless  of  the  patient’s  ability  to  pay  for  care.  It  was 
anticipated  that  the  centers  would  serve  many  of  the  individuals 
who  were  deinstitutionalized,  but  resources  were  insufficient  to  care 


485 


for  this  most  difficult  group.  Frequently,  there  was  little  coordination 
between  the  centers  and  State  and  county  mental  hospitals.  The 
elderly  have  generally  made  up  only  about  4 percent  of  the  centers’ 
caseload  (Department  of  Health  and  Human  Services,  1978).  In  1975, 
P.L.  94-63  added  specialized  services  for  the  mental  health  of  the 
elderly  to  the  comprehensive  services  centers  were  to  provide,  but 
no  additional  funds  were  made  available.  Serious  financial  problems, 
as  well  as  the  mandate  to  become  self-sufficient  after  initial  Federal 
support,  impeded  special  efforts  by  the  centers  to  serve  hard-to- 
reach  groups  including  the  elderly. 

The  deinstitutionalization  movement  changed  the  mental  health 
service  system  from  one  composed  primarily  of  long-term  inpatient 
care  in  public  facilities  to  one  increasingly  oriented  toward  short- 
term, acute,  outpatient  care  in  the  private  sector  (Health  United 
States,  1978).  From  1963  to  1971  the  utilization  rates  of  outpatient 
services  for  the  population  as  a whole  more  than  doubled  (Birren 
and  Renner,  1975).  Deinstitutionalization  had  a very  different  effect 
upon  the  elderly.  Their  rate  of  utilization  of  outpatient  services 
increased  only  slightly.  While  the  younger  age  groups  were  being 
moved  out  of  institutions  and  into  the  community,  the  elderly  were 
being  moved  to  nursing  homes.  Between  1969  and  1973,  the  number 
of  elderly  persons  in  public  and  private  mental  hospitals  decreased 
by  about  40  percent,  while  the  mentally  ill  in  nursing  homes  increased 
more  than  100  percent  from  96,000  to  194,000.  In  recent  years,  more 
mentally  ill  individuals  resided  in  nursing  homes  than  in  public 
mental  hospitals  (Division  of  Biometry  and  Epidemiology,  1980). 

Factors  Encouraging  Placement  of  the  Mentally  III  Elderly 
in  Nursing  Homes 

A number  of  factors  explain  the  massive  shifting  of  the  elderly 
mentally  ill  from  mental  hospitals  to  nursing  homes.  One  of  the  most 
important  was  the  availability  of  Federal  matching  funds,  primarily 
through  the  Medicaid  program,  to  support  patients  in  nursing 
homes.  Glasscote  (1976)  and  others  contend  that  “without  the 
advent  of  federal  financing  for  nursing  home  care  the  elderly  popu- 
lation of  state  hospitals  would  have  increased  substantially  rather 
than  declined.”  The  costs  of  caring  for  the  elderly  mentally  ill,  which 
had  been  borne  entirely  by  the  States,  could  now  be  shared  with  the 
Federal  government.  In  addition,  nursing  homes  were  generally  less 
expensive  than  mental  hospitals.  The  availability  of  this  new  reim- 
bursement alternative  was  especially  important  because  financing 
for  other  community  alternatives  was  often  lacking. 

In  a variety  of  ways,  it  simplified  matters  to  place  patients  in 
nursing  homes.  These  settings,  like  mental  hospitals,  provided  a 
number  of  services  designed  to  meet  the  patients’  basic  needs,  that 
is,  housing,  food,  medical  or  nursing  care,  and  supervision.  The 
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difficult  task  of  locating,  coordinating,  and  arranging  financing  for 
each  of  these  services  separately  in  an  ili-prepared  community 
setting  was  thereby  avoided. 

Placement  in  nursing  homes  not  only  eliminated  the  State  hospitals’ 
initial  coordination  of  essential  services  but  also  often  eliminated,  in 
the  hospitals’  view,  the  need  for  follow-up.  All  responsibility  for  the 
patients  was  transferred  to  the  new  institutional  setting.  In  many 
cases,  the  records  of  the  newly  discharged  patients  were  not  even 
forwarded  to  the  nursing  homes. 

Appropriateness  of  Nursing  Homes  for  the  Treatment 
of  the  Mentally  III 

For  some  elderly  patients,  nursing  home  placement  could  be  justi- 
fied. Largely  due  to  advanced  age,  a number  of  patients  were 
suffering  from  severe  chronic  physical  impairments  in  addition  to 
mental  problems.  Others  had  spent  decades  in  the  protected  setting 
of  the  hospital  and  could  not  have  been  placed  in  a less  sheltered 
setting  in  the  community.  Because  of  their  extended  institution- 
alizations, many  had  no  homes  or  families  to  return  to.  A number 
had  conditions  considered  irremediable,  so  the  absence  of  psychi- 
atric treatment  in  the  nursing  homes  was  not  considered  a problem. 
Also,  there  frequently  were  no  other  types  of  facilities  in  the  com- 
munity where  these  people  could  receive  care.  This  lack  of  ap- 
propriate community  facilities  and  services  is  still  a major  problem. 

There  is  considerable  controversy  over  the  advisability  of  placing 
mentally  ill  patients  in  nursing  homes  rather  than  mental  hospitals. 
In  some  ways,  nursing  homes  are  seen  as  beneficial  for  patients, 
for  example,  they  are  less  isolated,  smaller,  and  less  stigmatized 
(Stotsky,  1970).  On  the  other  hand,  the  mental  patient  is  essentially 
moved  out  of  the  mental  health  system  and  into  a setting  designed 
almost  exclusively  to  meet  patients’  physical  needs.  It  has  been 
contended  that  mental  patients  in  nursing  homes  “suffer  in  the  sense 
of  increased  and  unnecessary  dependency,  identification  with  termi- 
nal patients,  social  isolation,  unnecessary  depression,  and  lack  of 
activity  with  a rehabilitative  focus”  (Glasscote  et  at,  1976).  There  is 
also  evidence  to  suggest  that  individuals  with  mental  conditions  are 
placed  in  lower  quality  homes.  Other  homes  discriminate  against 
them,  since  they  can  disrupt  the  normal  routine  of  the  home  (Manard, 
1975). 

An  estimated  50  to  66  percent  of  nursing  home  residents  have 
some  type  of  mental  or  behavorial  problem,  yet  nursing  homes 
rarely  offer  mental  health  services.  Patients  are  admitted  by  general 
practitioners  or  other  physicians  who  rarely  call  in  a psychiatrist 
or  other  mental  health  professional  for  consultation.  The  U.S.  Senate 
Special  Committee  on  Aging  (1975)  estimated  that  “80-90  percent 
of  the  care  afforded  the  elderly  in  nursing  home  settings  is  provided 
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by  aides  and  orderlies.”  These  people  have  little  or  no  training 
dealing  with  mentally  ill  individuals.  The  only  “treatment”  which 
many  nursing  homes  provide  is  drug  therapy.  Even  this  may  be  less 
for  therapeutic  purposes  than  for  maintaining  order  and  serenity 
in  the  homes  (Butler  and  Lewis,  1977).  A large  proportion  of  Medic- 
aid drug  expenditures  for  nursing  home  patients  are  for  psycho- 
tropic drugs  (Glasscote  et  al,  1976).  Mental  health  services  are  not 
specifically  required  under  existing  nursing  home  regulations,  and 
funds  are  generally  not  available  to  pay  for  them. 

Barriers  to  the  Receipt  of  Appropriate  Mental  Health  Care 
by  the  Elderly 

Problems  in  Diagnosing  and  Treating  the  Major  Mental  Disorders 
of  the  Elderly 

The  lack  of  appropriate  mental  health  treatment  for  the  aged  in 
nursing  homes  and  in  the  community  can  be  partially  explained  by 
the  widespread  confusion  among  physicians  (including  some  psy- 
chiatrists) about  the  major  mental  disorders  of  the  elderly.  Most 
harmful  is  the  belief  that  the  elderly  mentally  ill  cannot  benefit  from 
treatment.  In  this  section  the  major  mental  disorders  afflicting  the 
elderly  are  discussed.  The  discussion  will  specify  whether  these 
disorders  are  generally  considered  to  be  reversible  or  irreversible. 

Butler  and  Lewis  (1977)  divide  the  major  mental  disorders  of  old 
age  into  two  categories:  1)  the  organic  disorders  which  have  a 
physical  cause,  for  example,  abnormal  and  identifiable  changes  in 
brain  tissue,  and  2)  the  functional  disorders  which  have  no  known 
physical  cause  and  which  appear  to  be  related  to  the  individual’s 
personality  and  life  experience.  The  organic  disorders  can  be  either 
acute  and  reversible  or  chronic  and,  at  present,  irreversible.1  The 
symptoms  of  both  reversible  and  irreversible  conditions  are  very 
similar,  consisting  of  confusion,  forgetfulness,  impaired  intellectual 
functioning  and  judgment,  labile  or  shallow  affect,  disorientation, 
and,  in  very  severe  cases,  loss  of  the  ability  to  walk,  or  to  control 
bowels  or  bladder  (Glasscote  et  al,  1977). 

Too  frequently,  both  physicians  and  laymen  readily  classify  the 
mental  disturbances  of  the  elderly  as  “senility.”  This  term  generally 
covers  two  chronic  disorders:  the  first  is  senile  dementia,  formerly 
known  as  chronic  brain  disease  associated  with  senile  brain  disease. 
This  condition,  also  known  as  Alzheimer’s  disease,  is  characterized 
by  the  dying  off  of  brain  cells  and  shrinkage  of  the  brain.  Its  cause 
is  unknown.  Although  onset  may  be  gradual,  the  disease  can 
progress  rapidly,  and  death  may  occur  within  only  a year  or  two. 


1 The  International  Classification  of  Diseases  no  longer  retains  the  dis- 
tinction between  acute  and  chronic  conditions. 
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The  second  condition  often  simply  labeled  “senility”  is  chronic 
brain  syndrome  resulting  from  hardening  of  the  arteries  of  the  brain, 
either  a non-psychotic  organic  brain  syndrome  with  circulatory 
disturbance  or  psychosis  with  cerebral  arteriosclerosis  (Glasscote 
et  al,  1977).  At  present,  both  of  these  conditions,  believed  to  cause 
as  much  as  50  percent  of  the  mental  disorders  in  old  age,  are 
incurable.  However,  since  these  conditions  frequently  co-exist  with 
depression,  anxiety,  and  psychosomatic  disorders,  treatment  can 
have  a significant,  positive  effect  on  the  patient  (Butler  and  Lewis, 
1977). 

Senility  in  its  severe  form  affects  more  than  one  million  older 
persons  and  reduces  longevity  by  two-thirds  after  onset.  An  esti- 
mated additional  two  million  older  persons  may  have  mild  to  mod- 
erate forms  of  this  devastating  disease.  The  prevalence  of  the 
disorder  increases  with  advancing  age  (Group  for  the  Advancement 
of  Psychiatry,  1979).  “Senile  dementia  alone  afflicts  more  than 
50  percent  of  nursing  home  residents  and  probably  accounts  for  a 
sizable  number  of  nursing  home  admissions,  although  physical  health 
problems  are  commonly  listed  as  the  primary  diagnosis”  (Division  of 
Biometry  and  Epidemiology,  1974). 

Senility  is  a serious  and  significant  mental  disorder  of  the  elderly, 
but  mental  health  professionals  feel  it  is  “one  of  the  most  over- 
diagnosed and  misdiagnosed  disorders  of  the  mind”  (Cohen,  1979). 
Robert  Butler,  Director  of  the  National  Institute  on  Aging,  states  that 
“there  are  over  100  reversible  syndromes  that  may  mimic  senile 
dementia”  (1977). 

Many  physicians  are  not  familiar  with  the  mental  problems  common 
among  the  elderly  and  may  diagnose  confusion  and  forgetfulness  as 
symptoms  of  organic  brain  disease.  As  was  indicated  previously, 
acute  organic  brain  syndromes  often  have  symptoms  very  similar  to 
chronic  conditions,  such  as  senile  dementia,  but  acute  syndromes 
are  reversible.  These  acute  conditions  can  be  caused  by  trauma  or 
injuries  to  the  head,  infections,  side  effects  of  drugs,  metabolic 
malfunctions  brought  on  by  thyroid  trouble,  inadequate  nutrition, 
anemia,  tumors,  circulatory  problems,  or  neurological  states  (Cohen, 
1979).  If  acute  brain  syndromes  are  not  properly  diagnosed  and 
treated,  they  may  develop  into  irreversible  conditions  (Secretary’s 
Committee  on  Mental  Health  and  Illness  of  the  Elderly,  1979). 
Another  major  mental  problem  for  the  elderly,  depression,  can  also 
have  symptoms  similar  to  chronic  brain  syndrome.  Depression,  how- 
ever, is  “among  the  most  treatable  of  all  mental  disorders”  (Glasscote 
et  al,  1977). 

Although  the  elderly  may  have  a number  of  disorders  which  affect 
younger  persons  (for  example,  schizophrenia,  neurosis,  alcoholism, 
etc.),  the  two  most  frequent  diagnoses  for  all  admissions  to  specialty 
mental  health  inpatient  and  outpatient  settings  in  1975  were  depres- 
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sion  (35  percent)  and  organic  brain  syndrome  (31  percent;  Health 
United  States,  1978). 

The  failure  of  many  physicians,  including  psychiatrists,  to  differ- 
entiate among  the  reversible  and  irreversible  mental  disorders  of  the 
elderly  often  results  in  inappropriate  treatment  or  no  treatment  at  all. 
According  to  Dr.  Herbert  Pardes,  Director  of  the  National  Institute 
of  Mental  Health,  the  results  of  a recent  study  indicated  that  “more 
than  60  percent  of  elderly  patients  who  are  admitted  to  State  mental 
hospitals  have  received  no  previous  psychiatric  care  . . . Rather  than 
being  the  most  conservatively  applied  link  in  the  chain  of  treatment 
provision,  and  an  alternative  of  last  resort,  institutionalization  often 
is  used  as  a first-choice  intervention  for  elderly  persons”  (1979). 
Institutionalization  in  nursing  homes  can  be  particularly  harmful 
since  few  homes  offer  mental  health  care.  Even  the  acute  reversible 
conditions  under  these  circumstances  can  become  steadily  worse, 
and  may  develop  into  irreversible  syndromes.  Premature  death  may 
also  occur. 

Attitudes  of  Mental  Health  Professionals 
Toward  Treating  the  Elderly 

Many  of  the  above-mentioned  problems  have  occurred  because  of 
the  lack  of  interest  among  mental  health  professionals  in  treating 
the  elderly.  Most  mental  health  professionals  have  little  training  or 
experience  in  caring  for  the  elderly.  The  Group  for  the  Advancement 
of  Psychiatry  cites  the  following  reasons  for  the  disinterest  in  serving 
the  elderly:  (1)  the  unjustified  belief  that  elderly  people  cannot 
change  and  that  their  problems  are  always  due  to  untreatable  organic 
brain  disease;  (2)  the  fact  that  they’re  nearing  death  anyway  and 
may  even  die  during  treatment;  (3)  the  perceived  stigma  attached 
to  treating  the  elderly;  (4)  negative  myths  about  the  elderly;  (5)  fear 
that  the  large  number  of  problems  that  the  elderly  have  will  be  over- 
whelming; (6)  cultural  insensitivity  to  this  age  group;  and  (7)  thera- 
pists’ fear  of  facing  the  inevitability  of  their  own  death  and  possible 
disability  (1971). 

Cohen  (1976)  feels  that  psychiatrists  should  be  made  aware  of  the 
rewarding  and  challenging  aspects  of  serving  the  elderly  due  to  the 
“interplay  of  the  psychological,  social,  and  biomedical  factors” 
influencing  their  mental  health.  Special  knowledge  and  expertise  is 
required  to  differentiate  among  several  common  conditions  that 
manifest  themselves  in  similar  ways  and  to  determine  an  older 
person’s  sensitivity  to  psychotropic  drugs  (Glasscote  et  al,  1977). 
It  is  also  important  for  psychiatrists  and  other  mental  health  pro- 
fessionals to  lay  to  rest  the  notion  that  the  elderly  will  not  or  cannot 
respond  to  treatment. 

Additional  training  for  psychiatrists  and  other  mental  health 
professionals  in  the  diagnosis,  care,  and  treatment  of  the  elderly 
mentally  ill  is  needed. 
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Negative  Stereotypes  about  the  Responsiveness  of  the  Elderly 
to  Mental  Health  Treatment 

Contrary  to  beliefs  held  by  mental  health  professionals  and  the 
general  public,  research  findings  suggest  that  the  elderly  are  just 
as  responsive,  or  even  more  responsive,  to  psychiatric  treatment 
than  other  groups.  Clinical  depression  in  the  elderly  has  been  found 
to  “respond  to  treatment,  whether  in  the  form  of  talking  about 
problems,  pharmacotherapy,  improved  family  and  social  supports, 
or,  when  indicated,  electroconvulsive  therapy”  (Cohen,  1977). 

Bryson  (1977)  reports  that  in  a Texas  county  with  an  outreach 
information  and  referral  program  in  effect  from  September  1973  to 
August  1977,  the  mean  length  of  hospital  stay  of  elderly  patients 
was  reduced  from  111  days  to  53  days.  This  substantial  decrease 
resulted  in  a cost  reduction  of  $1.1  million.  In  a control  county 
(also  in  Texas)  without  an  outreach  program,  the  mean  length  of 
stay  during  the  same  period  was  114  days. 

A report  entitled  Mental  Health  and  the  Elderly:  Recommendations 
for  Action  states  that  numerous  innovative  and  experimental  pro- 
grams have  evidence  that  early  detection  and  appropriate  treatment 
of  the  elderly’s  psychiatric  problems  can  “minimize  their  debilitating 
effects  and  prevent  or  delay  more  serious  illnesses  from  developing” 
(Secretary’s  Committee  on  Mental  Health  and  Illness  of  the  Elderly, 
1979). 

When  qualified  individuals  thoroughly  assess  the  elderly,  the  pro- 
vision of  mental  health  treatment  required  for  the  maximal  level  of 
functioning  possible  in  view  of  the  diagnoses  is  more  assured. 

Attitudes  of  the  Elderly  Toward  Mental  Health  Services 

The  elderly  often  accept  the  widespread  notions  that  their  condi- 
tions (mental  deterioration  or  emotional  instability)  are  inevitable 
and  irreversible  consequences  of  aging.  Many  also  share  the  belief 
that  they  are  “too  old  to  change”  or  to  be  treated. 

Perhaps  because  of  these  negative  views,  the  elderly  are  less 
likely  to  define  their  problems  as  mental  problems.  Their  psy- 
chological problems  are  often  manifested  through  physical  symp- 
toms. Many  of  their  psychological  problems  may  be  directly  related 
to,  or  caused  by,  physical  conditions.  They  seek  care  in  the  more 
familiar  and  socially  acceptable  doctor’s  office  or  from  family, 
friends,  or  clergy. 

This  age  group  tends  even  more  than  their  younger  counterparts 
to  define  mental  illness  as  a stigma  and  as  a personal  failure. 
Memories  are  still  vivid  of  insane  asylums  where  “crazy”  people 
were  “put  away.”  Because  of  the  common  negative  image,  one 
community  mental  health  center’s  staff  serving  this  age  group  care- 
fully avoided  mentioning  their  affiliation  with  the  center  until  their 
clients  clearly  accepted  them.  This  center  also  found  a much  greater 
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willingness  among  the  elderly  to  accept  the  center’s  mental  health 
counseling  from  a nurse  because  of  her  clear  identification  with  the 
medical  system  (Paterson,  1976). 

These  attitudes  present  a significant  barrier  to  the  receipt  of 
mental  health  care  by  the  elderly  and  undoubtedly  partly  explain 
their  low  utilization  of  mental  health  services.  Vigorous  outreach 
programs  are  often  needed  to  overcome  the  hesitancy  of  the  elderly 
to  recognize  the  value  of,  and  need  for,  mental  health  treatment. 
Goldensohn  (1977),  in  an  article  discussing  the  utilization  of  mental 
health  services  in  the  Health  Insurance  Plan  of  New  York,  felt  that 
adequate  numbers  of  mental  health  staff  delivering  care  in  the 
centers  where  the  aged  receive  their  other  medical  care  were 
necessary  to  reach  this  normally  under-served  population. 

Limited  Financing  for  Psychiatric  Care 

Another  barrier  to  the  receipt  of  care  by  the  elderly  could  be  the 
prohibitive  cost  of  this  treatment  and  the  limited  Medicare  psy- 
chiatric coverage.  Some  experts  feel  that  the  lack  of  sufficient 
financing  for  ambulatory  mental  health  services  provides  incentives 
for  unnecessary  hospitalization  and  for  receipt  of  general  medical 
services  not  designed  for  the  treatment  of  mental  disorders  (Cum- 
mings, 1977). 

Medicare  reimbursement  for  physician  services  is  limited  to  a 
maximum  of  $250  per  year  for  outpatient  psychiatric  treatment. 
A 50  percent  copayment  by  the  beneficiary  is  also  required.  Only 
those  services  provided  by  a physician,  or  those  under  the  direct 
supervision  of  a physician,  are  covered.  Coverage  for  psychiatric 
hospitals  is  subject  to  a lifetime  limitation  of  190  days. 

More  liberal  coverage  for  psychiatric  care  is  provided  for  patients 
in  psychiatric  units  of  general  hospitals,  and  for  physicians’  services 
delivered  to  these  inpatients.  Inpatients  in  general  hospitals  are 
subject  only  to  general  Medicare  provisions  (e.g.,  spell  of  illness) 
and  have  no  special  psychiatric  limitations. 

Lack  of  Needed  Support  Services  for  the  Elderly  Mentally  III 

This  chapter  has  already  discussed  the  need  for  greater  interest 
on  the  part  of  mental  health  professionals  in  serving  the  elderly. 
Even  if  mental  health  services  to  this  age  group  are  made  available, 
some  problems  would  remain.  Outreach  services  are  needed  to 
identify  the  elderly  in  the  community  who  need  care.  Some  of  these 
individuals,  particularly  those  with  mobility  restrictions,  will  need 
transportation  to  bring  them  to  care  and  treatment.  The  availability 
of  other  support  services  in  the  community  (for  example,  home 
health  care,  homemaker  services,  meals  on  wheels)  could  enable 
the  mentally  ill  who  are  receiving  outpatient  treatment  to  remain  in 
their  homes  or  with  their  families  longer  or  even  indefinitely.  One 
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of  the  important  reasons  cited  for  the  increase  in  readmissions  to 
mental  hospitals  has  been  “the  failure  of  existing  systems  of  com- 
munity care  to  address  the  problems  of  the  population  in  need” 
(Department  of  Health  and  Human  Services,  1980).  The  placement 
and  then  abandonment  of  the  elderly  in  substandard  boarding  and 
rooming  houses  and  other  unsuitable  settings  is  common  due  to 
lack  of  alternatives.  Residences  similar  to  the  intermediate  care 
centers  for  mental  health  (mentioned  later  in  this  chapter)  are 
needed,  either  supported  by  Medicaid  or  other  funding  sources. 
These  centers,  or  some  other  designated  agency,  need  to  act  as  case 
managers  for  the  elderly  mentally  ill.  Community  mental  health 
centers  may  be  the  most  appropriate  coordinators  of  services  needed 
in  some  cases.  However,  the  centers  would  need  adequate  resources 
and  other  incentives  to  assign  this  task  a high  priority. 

Possible  Changes  in  Medicare  and  Medicaid  Psychiatric 
Coverage  Which  Might  Encourage  Appropriate  Provision 
of  Services  to  the  Elderly  Mentally  III 

The  following  sections  will  discuss  proposed  changes  in  Medicare 
and  Medicaid  which  might  encourage  more  appropriate  provision  of 
psychiatric  care.  It  should  be  noted,  however,  that  changes  in 
financing  alone  could  not  be  expected  to  end  the  low  or  inappro- 
priate utilization  of  mental  health  services  by  the  elderly.  A demon- 
stration project  in  Colorado  tested  the  effects  of  reimbursing  for 
clinical  psychologists’  care  and  of  allowing  more  generous  out- 
patient psychiatric  coverage  and  a lower  copayment.  The  results 
showed  very  low  utilization  of  these  services  in  spite  of  the  coverage 
expansion.  The  Mental  Health  Service  of  the  Health  Insurance  Plan 
of  Greater  New  York  (HIP)  offered  psychiatric  coverage  to  sub- 
scribers without  a coinsurance  or  deductible.  Even  under  these 
circumstances  the  utilization  by  the  elderly  of  these  services  was 
low.  The  consultation  rate  for  the  Medicare  population  was  5.8  per 
1,000  in  1975.  The  rate  for  those  below  age  65  was  14.3.  The  rate 
of  services  received  by  Medicare  beneficiaries  (83  per  1,000)  was 
also  low  compared  to  the  rate  for  the  under-65  age  group  (221  per 
1,000;  Goldensohn,  1977).  Just  as  important  as  changes  in  financing 
are  additional  training  programs  for  psychiatrists  and  other  mental 
health  professionals  in  the  diagnosis,  care,  and  treatment  of  the 
elderly  mentally  ill,  along  with  outreach  and  education  programs  to 
encourage  the  elderly  to  use  mental  health  services. 

Medicare 

Outpatient  Psychiatric  Care 

Outpatient  psychiatric  coverage  under  Medicare  is  currently  very 
limited  for  physicians’  services.  The  beneficiary  is  responsible  for 
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a 50  percent  copayment  for  treatment  of  mental  conditions,  and  the 
program  will  not  reimburse  more  than  $250  a year  for  this  care. 
Outpatient  care  for  other  conditions  has  no  similar  limitation  and 
only  requires  a 20  percent  copayment. 

There  are  a number  of  problems  with  the  psychiatric  limitation. 
First  of  all,  particularly  due  to  inflation,  fewer  services  can  be 
bought  now  than  in  1965  when  Medicare  was  enacted.  Second, 
combined  with  the  liberal  coverage  of  inpatient  psychiatric  hospitali- 
zation in  general  hospitals  and  inpatient  physicians’  services,  this 
limitation  encourages  the  use  of  more  costly  and  not  necessarily 
more  appropriate  inpatient  care.  Third,  the  high  copayment  may 
significantly  deter  the  receipt  of  needed  psychiatric  care  in  the  early 
stages  of  illness.  This  neglect  could  lead  to  steadily  worsening 
conditions  which  can  only  be  treated  in  an  institution  by  the  time 
the  person  enters  the  health  care  system  for  treatment.  In  the 
interim,  a reversible  condition  could  become  irreversible.  Fourth, 
even  if  we  assume  that  the  high  copayment  is  no  problem  for  the 
elderly,  the  ceiling  on  program  payment  strictly  limits  the  number  of 
visits  which  are  covered.  This  reimbursement  limitation,  in  addition 
to  being  a disincentive  for  the  patient,  could  also  act  as  a disincen- 
tive for  psychiatrists  to  treat  the  elderly. 

In  view  of  these  considerations,  President  Carter’s  Commission  on 
Mental  Health  recommended  that  the  maximum  allowable  program 
payment  for  psychiatric  services  be  increased  to  $750  and  that  the 
copayment  be  lowered  from  50  percent  to  20  percent.  The  National 
Plan  for  the  Chronically  Mentally  III  (Department  of  Health  and 
Human  Services,  1980)  also  endorsed  these  modifications. 

Inpatient  Psychiatric  Coverage 

Medicare  was  designed  to  cover  only  active  treatment  for  psychi- 
atric conditions,  rather  than  custodial  care.  Because  psychiatric  hos- 
pitals were  primarily  custodial  in  nature  when  this  legislation  was 
enacted,  a 190-day  lifetime  limit  on  care  received  in  these  facilities 
was  written  into  the  law.  Psychiatric  care  received  in  general  hospi- 
tals was  not  subject  to  this  special  limitation,  since  those  facilities 
offered  short-term  psychiatric  treatment.  Since  the  passage  of 
Medicare,  the  essential  character  of  mental  hospitals  has  changed. 
They  are  no  longer  custodial  institutions  with  high  average  lengths 
of  stay.  Rather,  they  provide  treatment  for  acute  episodes  of  mental 
illness.  Lengths  of  stay  are  short  and  readmissions  common.  “In 
1950,  only  25  percent  of  admissions  to  State  hospitals  were  re- 
admissions. By  1972  this  figure  had  increased  to  64  percent” 
(Department  of  Health  and  Human  Services,  1980). 

In  view  of  changes  in  the  functions  of  the  mental  hospitals,  the 
190-day  limitation  may  no  longer  be  appropriate  and  may  be 
encouraging  more  costly  treatment  in  psychiatric  units  in  general 
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hospitals.  It  is  probable  that  mental  hospitals  would  be  better  able 
to  deliver  needed  specialized  care  to  many  elderly  mental  patients. 
Critics  of  the  190-day  lifetime  limitation  argue  that  equal  coverage 
of  psychiatric  inpatient  care  in  mental  and  general  hospitals  would 
lead  to  placement  decisions  based  on  the  needs  of  the  patients 
rather  than  on  financial  concerns. 

For  these  reasons,  President  Carter’s  Commission  on  Mental 
Health  recommended  that  the  190-day  limitation  be  eliminated. 
Instead,  psychiatric  hospitals  would  remain  subject  only  to  the  spell 
of  illness  provisions  which  also  govern  care  received  in  general 
hospitals. 

Community  Mental  Health  Center  (CMHC)  Reimbursement 

Present  Medicare  policy  makes  it  difficult  for  community  mental 
health  centers  to  receive  reimbursement  for  all  of  the  services  they 
offer.  Currently  CMHCs  are  reimbursed  for  both  Parts  A and  B of 
Medicare  if  they  are  operated  by  a hospital  which  qualifies  for 
provider  status.  Only  15  percent  fit  into  this  category.  A number 
of  other  CMHCs  have  agreements  with  provider  hospitals  to  provide 
inpatient  care  to  CMHC  patients.  But  for  CMHC  outpatient  services 
in  facilities  not  operated  by  a hospital,  there  are  serious  impedi- 
ments to  reimbursement.  Fee-for-service  reimbursement  is  available 
for  services  provided  by  or  under  the  direct  supervision  of  a physi- 
cian. However,  a number  of  services  offered  by  centers  are  provided 
by  non-physicians  without  direct  physician  supervision,  and  hence 
are  not  covered  by  Medicare.  One  proposal  to  extend  Medicare 
mental  health  coverage  would  offer  provider  status,  or  some  other 
form  of  cost-based  reimbursement,  to  CMHCs  so  that  more  of  the 
services  they  offer  can  be  covered. 

A recent  report  to  Congress  (Department  of  Health  and  Human 
Services,  1978)  discussed  the  advantages  and  disadvantages  of  this 
proposed  extension  of  Medicare.  Included  in  the  advantages  was  the 
fact  that  expanded  CMHC  coverage  could  result  in  greater  acces- 
sibility of  mental  health  services  to  the  elderly,  probably  at  reduced 
cost.  Appropriate  assessment,  treatment,  follow-up,  and  ancillary 
social  services  could  be  made  available  to  the  elderly.  The  outreach 
program  staff  would  also  have  more  of  an  incentive  to  serve  the 
elderly.  The  increased  exposure  of  the  elderly  to  CMHC  services 
could  lead  to  earlier  outpatient  treatment  of  their  conditions,  which 
might  prevent  unnecessary  inpatient  care  and  institutionalization. 
To  be  most  effective  in  the  above-mentioned  ways,  the  extension  of 
Medicare  coverage  to  CMHCs  would  have  to  be  coupled  with  an 
increase  in  the  $250  limit  on  outpatient  psychiatric  benefits  and  a 
decrease  in  the  50  percent  coinsurance  for  these  services. 

Among  the  disadvantages  of  extending  Medicare  coverage  are 
(1)  the  difficulty  of  monitoring  care  provided  in  CMHCs  by  non- 
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physicians,  (2)  possible  increases  in  overall  costs  if  CMHCs  are 
inappropriately  substituted  for  informal  caregivers  who  have  previ- 
ously offered  sufficient  support  for  the  elderly,  and  (3)  lack  of  CMHC 
personnel  who  are  adequately  trained  and  experienced  in  care  of  the 
elderly. 

A demonstration  project  is  now  underway  to  study  the  utilization, 
costs,  and  quality  of  care  provided  in  community  mental  health 
centers.  This  Department  of  Health  and  Human  Services  project  is 
being  directed  by  the  Health  Care  Financing  Administration,  along 
with  the  Office  of  the  Assistant  Secretary  for  Planning  and  Evaluation 
and  the  National  Institute  of  Mental  Health.  Guidelines  for  standards 
for  eligible  providers  offering  care  in  the  absence  of  on-site  physician 
supervision  are  being  developed,  as  is  a methodology  for  determin- 
ing appropriate  cost-related  reimbursement  policies  for  centers. 

Partial  Hospitalization 

Partial  hospitalization  (also  called  psychiatric  day  care)  involves 
treatment  for  mental  disorders  within  an  organized  setting  for  from 
four  to  eight  hours  a day  up  to  seven  days  a week.  It  is  widely 
believed  that  partial  hospitalization  programs  prevent  or  delay 
institutionalization,  or  facilitate  release  to  the  community  following 
institutionalization.  Medicare  reimbursement  for  this  care  is  fre- 
quently through  hospital  outpatient  departments.  This  system  may 
not  yield  equitable  reimbursement,  since  items  which  would  be 
covered  in  an  inpatient  setting  are  often  excluded.  Also,  higher 
quality  and  lower  cost  programs  may  be  ineligible  for  reimbursement 
just  because  they  are  independently  operated  and  not  associated 
with  a hospital,  or  because  the  services  are  not  provided  in 
“physician-directed  clinics.” 

To  gain  needed  information  about  partial  hospitalization  programs, 
an  ongoing  demonstration  project  will  assess  the  utilization,  costs, 
and  quality  of  care  provided  to  Medicare  beneficiaries  in  a variety  of 
partial  hospitalization  settings.  This  project  will  yield  a uniform 
definition  and  standards  which  could  apply  to  eligible  partial  hospi- 
talization programs,  along  with  more  equitable  reimbursement 
techniques. 

Home  Health  Care  Benefits 

Medicare  benefits  for  home  health  services  were  designed  pri- 
marily for  the  treatment  of  acute  illness.  Part  A benefits  were  con- 
tingent upon  prior  hospitalization,  and  Parts  A and  B required  that 
a beneficiary  need  “skilled  care”  and  remain  “homebound.”  To 
qualify  for  Part  A or  B home  health  care,  a beneficiary  had  to  be 
confined  to  the  home  under  care  of  a physician  and  require  inter- 
mittent skilled  nursing  care  or  physical  or  speech  therapy.  If  a 
beneficiary  fit  into  these  categories,  he  or  she  was  also  eligible  for 
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other  home  health  services,  including  occupational  therapy,  medical 
social  services,  and  the  part-time  or  intermittent  services  of  home 
health  aides.  But  if  a patient  did  not  require  intermittent  skilled 
nursing  or  physical  or  speech  therapy,  he  or  she  would  not  qualify 
for  these  other  home  health  services  (Department  of  Health  and 
Human  Services,  1980).  These  policies  strictly  limit  the  number  of 
beneficiaries  eligible  for  these  services  and  the  utilization  of  this 
care.  It  is  particularly  difficult  for  the  mentally  ill  to  qualify.  These 
policies  also  ignore  the  less  intensive  needs  of  patients  which,  if 
met,  could  keep  them  in  their  own  homes  longer.  Many  States  model 
their  Medicaid  program  after  Medicare  provisions;  consequently, 
frequently  neither  of  these  programs  offer  the  types  of  services 
required  to  prevent  institutionalization  of  the  mentally  ill  and  other 
elderly  patients. 

Some  modifications  of  the  home  health  care  provisions  under 
Medicare  were  recently  made  by  the  Omnibus  Reconciliation  Act  of 
1980  (P.L.  96-499).  This  law  provides  for  Medicare  coverage  of 
unlimited  home  health  visits,  eliminates  the  three-day  prior  hospi- 
talization requirement  for  home  health  services  under  Part  A, 
eliminates  the  $60  deductible  for  home  health  services  under  Part  B, 
and  permits  participation  of  proprietary  home  health  agencies  in 
States  not  having  licensure  laws. 

These  expansions  of  home  health  care  benefits  are  expected  to 
discourage  unnecessary  hospital  admissions  and  result  in  more  of 
the  needs  of  the  elderly,  including  the  mentally  ill,  being  met  in  the 
home.  Appropriate  use  of  home  health  benefits  could  also  signifi- 
cantly reduce  unnecessary  admissions  to  nursing  homes  and  could 
lead  to  earlier  discharge  for  those  requiring  some  inpatient  care. 

Other  changes  in  home  health  care  policies  which  unnecessarily 
restrict  coverage  of  the  mentally  ill  are  required.  After  the  effects  of 
the  above  modifications  on  the  mentally  ill  are  determined,  additional 
recommendations  for  changes  in  home  health  care  policy  should  be 
drafted.  Estimates  of  the  cost  of  expansions  of  services  to  the 
mentally  ill  should  be  included  in  the  recommendations. 

Medicaid 

General  Provisions  in  Medicaid 

The  Medicaid  program  was  designed  to  give  the  States  significant 
leverage,  within  broad  Federal  guidelines,  to  decide  about  the  eligi- 
bility and  scope  of  coverage.  Federal  cost-sharing  is  available  for 
most  types  of  care  required  to  treat  mental  illness,  including  inpatient 
hospitalization  in  a general  hospital,  outpatient  services  (including 
partial  hospitalization),  clinic  services,  skilled  and  intermediate  nurs- 
ing services,  physicians’  services,  and  drugs.  The  program  pro- 
hibits discrimination  in  the  State  Medicaid  plans  on  the  basis  of 
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diagnosis  for  required  services.  However,  many  States  have  chosen 
to  follow  very  strict  eligibility  criteria,  set  very  low  rates  of  payment 
for  some  services,  and  severely  limit  the  number  and  types  of 
services  covered.  States  also  differ  in  the  extent  to  which  they 
cover  non-physician  providers.  Some  basic  changes  in  Medicaid 
were  recommended  by  the  President’s  Commission  on  Mental  Health 
under  President  Carter.  The  Commission  recommended  broader 
eligibility  for  the  needy  under  Medicaid,  mandatory  mental  health 
benefits  in  every  State  plan,  equitable  reimbursement  rates,  and 
removal  of  provisions  limiting  mental  health  benefits  on  the  basis  of 
age.  The  next  section  will  discuss  the  restriction  of  coverage  for 
individuals  from  21  to  64  years  old  in  institutions  for  mental  diseases. 
The  treatment  of  individuals  in  this  age  group  has  implications  for 
their  condition  and  service  needs  after  age  65. 

Exclusion  of  Federal  Matching  Funds  for  Individuals 
Age  21  to  64  in  Institutions  for  Mental  Diseases 

The  Medicaid  statute  authorizes  the  States  to  provide,  as  optional 
services,  inpatient  hospital  services,  skilled  nursing  facility  services, 
and  intermediate  care  facility  services  for  individuals  65  years  of 
age  or  over  in  an  institution  for  mental  diseases  (IMD)  and  inpatient 
psychiatric  hospital  services  for  patients  under  age  21.  There  is  no 
provision  for  Medicaid  coverage  of  services  for  patients  in  IMDs 
who  are  21  to  64  years  of  age. 

There  is  no  statutory  definition  of  an  IMD  in  legislative  history.  The 
definition  in  Medicaid  regulations  states  that  an  IMD  is  “an  institution 
that  is  primarily  engaged  in  providing  diagnosis,  treatment  or  care 
of  persons  with  mental  diseases,  including  medical  attention,  nursing 
care,  and  related  services.  The  classification  of  a facility  as  an 
institution  for  mental  diseases  is  determined  by  its  overall  character 
as  that  of  a facility  established  and  maintained  primarily  for  the  care 
and  treatment  of  individuals  with  mental  diseases,  whether  or  not  it  is 
licensed  as  such”  (42  Code  of  Federal  Regulations  435.1009(e)). 

Eight  criteria  have  been  included  in  the  guidelines  for  identifying 
IMDs,  including  whether  a facility: 

(1)  is  licensed  as  a mental  institution, 

(2)  advertises  or  holds  itself  out  as  a mental  institution, 

(3)  has  more  than  50  percent  of  its  patients  with  a disability  in 
mental  functioning, 

(4)  is  used  by  mental  hospitals  for  alternative  care, 

(5)  accepts  patients  directly  from  the  community  who  may  have 
otherwise  entered  a mental  hospital, 

(6)  is  in  proximity  to  a State  mental  institution  (within  a 25-mile 
radius), 
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(7)  has  an  age  distribution  uncharacteristic  of  nursing  home 
patients, 

(8)  has  as  the  basis  of  Medicaid  eligibility  for  patients  under  65 
the  presence  of  a mental  disability,  exclusive  of  services  in 
an  institution  for  mental  disease. 

These  guidelines  are  not  contained  in  the  regulations,  but  rather 
in  the  Field  Staff  Information  and  Instruction  Series.  Some  experts 
consider  them  to  be  of  questionable  value.  For  this  reason  a new, 
more  specific  definition  of  an  IMD  may  be  needed.  This  definition 
could  be  used  by  the  States  in  deciding  upon  the  appropriateness  of 
coverage  of  care  to  individuals  in  nursing  homes.  It  is  frequently 
argued  that  only  accredited  or  licensed  psychiatric  hospitals  were 
intended  by  lawmakers  to  be  classified  as  IMDs,  and  nursing  homes 
were  inappropriately  included  in  the  definition  and  guidelines 
adopted  by  Medicaid  administrators. 

Originally,  the  21  to  64  exclusion  was  adopted  because  the  treat- 
ment of  the  mentally  ill  was  seen  solely  as  a State  responsibility. 
But  the  exclusion,  as  defined  by  Medicaid,  has  been  criticized 
because  many  individuals  are  left  without  appropriate  care,  and 
because  institutions  are  believed  to  manipulate  diagnoses  to  have 
the  patients  qualify  for  Medicaid  reimbursement.  Permitting  payment 
for  these  individuals  could  be  a first  step  toward  ensuring  that  they 
receive  appropriate  care  and,  if  possible,  are  rehabilitated  at  an 
early  age.  An  increase  in  costs  would  probably  occur  if  this  restric- 
tion were  eliminated,  but  it  is  difficult  to  estimate  these  costs  since 
we  do  not  know  how  many  of  the  individuals  are  already  being 
supported  by  Medicaid  under  other  diagnoses.  The  National  Plan 
for  the  Chronically  Mentally  III  recommended  that  the  age  restrictions 
that  currently  apply  to  patients  in  institutions  for  mental  diseases, 
except  public  mental  hospitals,  be  removed  (Department  of  Health 
and  Human  Services,  1980). 

Emphasis  on  Institutional  Care 

Medicaid,  like  Medicare,  is  strongly  biased  in  favor  of  coverage  in 
institutional  settings.  Almost  70  percent  of  the  mental  health  care 
reimbursed  through  Medicaid  in  fiscal  year  1977  was  for  institutional 
services.  This  number  would  have  been  even  higher  if  Federal 
matching  funds  had  been  available  for  persons  age  21  to  64  in  insti- 
tutions for  mental  disorders. 

Fundamental  changes  in  Medicaid  outpatient  coverage  might 
eliminate  inappropriate  utilization  of  institutional  care.  Broader 
coverage  of  community  mental  health  centers  under  clinic  services 
is  one  possible  expansion  of  service.  Existing  incentives  which 
favor  institutional  care  (for  example,  nursing  homes)  should  be 
eliminated.  Home  health  and  other  community  support  services 
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might  be  further  expanded.  Either  through  Medicaid  or  other 
financing,  appropriate  housing  must  also  be  financed. 

Conditions  of  Participation  for  Nursing  Homes 

Present  nursing  home  standards  relate  to  care  provided  to 
physically  ill  patients.  Nursing  home  patients  with  chronic  mental 
impairments  are  therefore  not  assured  appropriate  care.  The 
National  Plan  for  the  Chronically  Mentally  III  (Department  of  Health 
and  Human  Services,  1980)  mentions  the  following  four  problems  with 
nursing  home  care  for  the  mentally  ill:  (1)  absence  of  the  necessary 
psychosocial  environment,  (2)  failure  to  develop  plans  for  rehabili- 
tating patients,  (3)  insufficient  numbers  of  trained  staff,  and  (4)  heavy 
reliance  on  physical  and  chemical  restraints. 

The  National  Plan  recommended  that  standards  be  developed  for 
nursing  homes  serving  the  mentally  ill.  Because  of  the  large  number 
of  mentally  ill  individuals  in  nursing  homes  and  the  large  number  at 
risk  of  developing  mental  illness,  services  should  be  available  to 
meet  their  needs.  Psychiatric  services  provided  by  the  nursing 
home  staff  or  under  contract  should  be  reimbursed  under  Medicaid. 

Recent  Federal  Legislation  Affecting  Care  for  the  Elderly 
Mentally  III 

The  Mental  Health  Systems  Act 

The  Mental  Health  Systems  Act,  P.L.  96-398,  which  was  enacted 
in  October,  1980,  can  be  expected  to  affect  the  care  and  treatment 
of  the  elderly  mentally  ill.  Federally-funded  community  mental  health 
centers  are  to  provide,  after  a three-year  period,  a program  of 
specialized  services  for  the  elderly,  including  a full  range  of 
diagnostic,  treatment,  liaison,  and  follow-up  services.  CMHC  pro- 
vision of  care  must  be  coordinated  with  services  provided  by  other 
health  and  social  service  agencies  (including  public  mental  health 
facilities). 

This  legislation  makes  grants  available  to  State  mental  health 
authorities,  community  mental  health  centers,  and  other  public  or 
non-profit  organizations,  to  provide  mental  health  and  related  Sup- 
port services  for  the  chronically  mentally  ill,  which  could  include  the 
elderly.  Coordination  among  the  various  involved  agencies  is 
stressed,  as  well  as  coordination  of  the  many  funding  sources  for 
services  to  the  chronically  mentally  ill. 

Grants  for  projects  serving  the  elderly  are  specifically  encouraged. 
Grantees  would  have  appropriate  personnel  who  would  be  respon- 
sible for  (1)  providing  or  arranging  services  for  the  elderly,  or 
coordinating  the  provision  of  such  services  with  area  agencies  on 
aging  and  other  community  agencies  providing  mental  health  and 
support  services,  and  (2)  providing  services  available  under  Titles 
XVI,  XVIII,  XIX,  and  XX  of  the  Social  Security  Act,  the  Older 
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Americans  Act,  the  U.S.  Housing  Act,  and  other  relevant  Federal  and 
State  statutes. 

These  or  similar  grant  programs  can  be  used  to  expand  services  to 
needy  groups  if  fundamental  changes  in  Medicare  or  Medicaid,  both 
open-ended  insurance  programs,  are  not  made. 


Research— Current  Projects  and  Future  Needs 

Some  of  the  research  needed  in  the  mental  health  area  is  already 
underway.  Basic  research  in  the  area  of  senile  dementia  and  other 
mental  disorders  of  the  elderly  is  being  sponsored  by  the  National 
Institute  on  Aging  and  the  Center  for  the  Studies  of  Mental  Health 
and  the  Aging  in  the  National  Institute  of  Mental  Health.  This 
research  will  provide  information  on  fundamental  issues  such  as  the 
causes,  prevention,  and  appropriate  treatment  of  these  conditions. 
It  is  also  important  to  support  more  research  on  depression  and  on 
the  interrelationships  of  mental  disorders.  Some  research  on  the 
effects  of  psychotropic  drugs  on  the  elderly  is  currently  underway, 
but  further  work  in  this  area  is  needed. 

On-going  demonstration  projects  previously  mentioned  in  this 
chapter  are  the  community  mental  health  center  and  the  partial 
hospitalization  projects.  Another  project,  conducted  by  the  Depart- 
ments of  Health  and  Human  Services. and  Housing  and  Urban  De- 
velopment, will  provide  living  arrangements  and  appropriate  services 
for  the  chronically  mentally  ill.  The  evaluation  of  the  project  will 
indicate  the  success  of  these  efforts  to  maintain  the  chronically 
mentally  ill  in  residential  settings  in  the  community.  Information  will 
also  be  gathered  on  the  costs  of  providing  needed  services  and  the 
effectiveness  of  various  types  of  services  as  these  relate  to  quality 
of  life.  Although  the  channeling  agency  demonstration  projects  are 
not  specifically  addressed  to  the  mentally  ill,  many  of  the  findings 
from  this  research  should  also  be  relevant  to  this  subgroup  of 
functionally  impaired  elderly.  Additional  information  about  demon- 
stration projects  is  included  in  Chapter  VI. 

One  idea  for  a future  research  project  would  be  to  assess  the 
effects  of  establishing  a number  of  CMHCs  as  channeling  agencies 
for  the  mentally  ill.  Most  of  the  700  CMHCs  already  have  estab- 
lished linkages  with  health  and  social  service  agencies  which  would 
prove  valuable  to  them  in  this  new  role.  These  demonstrations  could 
test  a series  of  incentives  to  promote  care  of  the  chronically  mentally 
ill.  The  costs  of  CMHC  case  management  could  be  assessed  in 
such  projects,  along  with  the  ability  to  prevent,  delay,  or  shorten 
institutionalization.  These  projects  could  provide  model  programs  for 
CMHCs  attempting  to  set  up  specialized  services  for  the  elderly 
mandated  in  their  1975  and  1980  enabling  legislation. 
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Another  possible  demonstration  project  could  feature  a CMHC 
serving  nursing  home  patients.  This  project,  if  successful,  could 
remedy  the  shortcomings  of  CMHCs  in  serving  chronically  ill  elderly 
patients,  and  of  nursing  homes  in  providing  psychiatric  services  to 
their  residents.  The  CMHC  staff  could  assess  and  treat  clients  and 
could  also  train  nursing  home  staff.  Financing  for  psychiatric 
services  would  be  expanded  for  the  duration  of  the  project.  This 
project  would  provide  information  on  the  costs  of  operation  and 
the  effectiveness  of  treatment  provided  under  this  program.  The 
Center  for  Studies  of  the  Mental  Health  of  the  Aging  is  sponsoring  an 
on-going  training  program  which  is  developing  cooperative  programs 
between  CMHCs  and  nursing  homes  for  the  provision  of  case  consul- 
tation services,  in-service  training  of  nursing  home  staff,  and 
program  development.  Other  CMHCs  have  developed  innovative 
programs  for  treating  the  elderly,  and  these  efforts  should  also  be 
evaluated. 

The  Administration  on  Aging  also  supports  research  on  mental 
illness  of  the  elderly.  One  project  is  examining  the  interrelationships 
between  the  aging  network  and  the  mental  health  system.  Further 
research  in  this  area  is  needed. 

According  to  the  National  Plan  for  the  Chronically  Mentally  III 
(Department  of  Health  and  Human  Services,  1980),  “the  lack  of  an 
alternative  to  the  conventional  nursing  home  for  patients  without 
somatic  problems  [is]  the  single  biggest  gap  in  community  based 
service  systems.”  To  fill  this  gap,  the  plan  first  proposed  a demon- 
stration project,  and  then  the  inclusion  of  intermediate  care  centers 
for  mental  health  (ICC-MH)  under  Medicaid  as  an  optional  service. 
These  centers  would  be  adapted  to  the  needs  of  the  individual  com- 
munity. They  would  serve  as  residences  for  individuals  who  do  not 
need  acute  care  or  a highly  protective  environment.  Services  could 
be  provided  either  within  the  residence  or  in  the  outside  community. 
In  certain  cases,  the  ICC-MH  would  be  closely  linked  to  the  area’s 
community  mental  health  center.  The  ICC-MH  would  provide,  or 
arrange  for  others  to  provide,  housing,  food,  transportation,  and 
treatment  by  qualified  mental  health  professionals  and  support 
personnel.  These  residences  could  serve  patients  discharged  from 
State  hospitals,  nursing  homes,  or  boarding  homes  who  need 
psychosocial  services.  These  patients  could  compose  a crisis  popu- 
lation, a transitional  rehabilitative  population,  or  a long-term  popu- 
lation. These  centers  would  be  part  of  a planned,  integrated,  com- 
munity service  system.  They  would  be  linked  to  the  State’s 
discharge  planning  and  patient  assessment  system  (Department  of 
Health  and  Human  Services,  1980). 

In  some  respects,  demonstration  projects  to  test  the  ICC-MH 
would  yield  data  similar  to  the  demonstration  project  being  con- 
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ducted  by  the  Departments  of  Health  and  Human  Services  and  Hous- 
ing and  Urban  Development  mentioned  earlier.  However,  the  ICC-MH 
demonstration  would  test  the  impact  of  a single  funding  source  on 
the  provision  of  care  to  the  chronically  mentally  ill.  Also,  there 
would  be  more  intensive  monitoring  of  services  in  the  ICC-MH  and 
greater  attention  to  measuring  the  quality  of  services  delivered.  In 
addition,  the  demonstration  would  examine  the  feasibility  of  using 
Medicaid  funds  to  support  housing. 
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CHAPTER  XV 


A Legislative  History  of  Nursing  Home  Care 

by  Saul  Waldman 


Legislation  supporting  nursing  home  services  can  be  classified 
into  three  major  types:  (1)  legislation  providing  direct  payment  for 
the  cost  of  nursing  home  services  on  behalf  of  residents,  (2)  legisla- 
tion providing  income  maintenance  to  aged  and  disabled  persons, 
enabling  them  to  purchase  nursing  home  care  from  available  facili- 
ties, and  (3)  legislation  providing  loans  and  grants  to  providers  of 
nursing  home  services  to  build  and  improve  facilities. 

The  Origin  of  Nursing  Homes 

To  understand  the  effect  of  these  types  of  legislation  on  nursing 
homes,  it  is  useful  to  study  the  historical  origins  of  the  present 
nursing  home  industry.  These  origins  can  be  traced  to  develop- 
ments, mostly  in  the  late  19th  and  early  20th  centuries,  in  five  types 
of  facilities — the  county  poorhouses,  the  State  mental  hospitals,  the 
voluntary  homes  for  the  aged,  the  early  proprietary  boarding  houses, 
and  the  hospital-affiliated  nursing  homes. 

Before  the  Depression,  a major  form  of  government  support  for 
institutional  care  of  the  elderly  was  the  county  poorhouse,  alternately 
known  as  the  county  “almshouse,”  “home,”  or  “farm.”  Operated 
and  financed  by  local  governments,  these  institutions  originally 
supported  children  and  adults  of  various  ages  and  in  various  health 
and  financial  circumstances,  including  the  poor,  the  old,  the  disabled, 
the  retarded,  and  the  mentally  disturbed.  Over  time,  however, 
specialized  institutions  were  established  to  care  for  many  of  the 
groups  previously  confined  to  the  poorhouses,  so  that  these  institu- 
tions primarily  became  residences  for  the  aged  and  disabled.  The 
poorhouses  were  widely  known  for  their  dilapidated  appearances  and 
poor  living  conditions,  and  this  reputation  was  generally  well 
deserved. 

The  disappearance  of  poorhouses  in  the  1930s  and  1940s  was 
partially  due  to  the  efforts  of  reformers  to  close  these  institutions. 
But  even  more  significant  in  the  long  run  were  the  effects  of  the 
1935  social  security  legislation,  which  provided  income  maintenance 
for  the  aged  and  disabled  and  made  it  possible  for  residents  of  the 
poorhouses  to  pay  for  alternative  living  arrangements.  A few  of  the 
former  poorhouses  have  been  converted  and  have  survived  as 
publicly-operated  nursing  homes. 
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The  growth  of  the  present  nursing  home  industry  was  also  influ- 
enced by  developments  affecting  mental  hospitals  over  the  past  half 
century.  The  mental  hospitals,  most  of  which  were  State  institutions, 
had  long  been  important  facilities  for  the  institutionalization  of  the 
aged.  In  the  1940s,  for  example,  about  one-quarter  of  the  institution- 
alized aged  were  confined  to  mental  hospitals.  To  some  extent,  aged 
persons  who  did  not  suffer  mental  illness  were  placed  in  mental 
hospitals  because  such  hospitals  were  the  only  facilities  available 
for  persons  needing  institutional  care.  With  the  advent  of  psy- 
chotropic drugs,  and  other  developments  in  the  care  of  the  mentally 
ill,  it  became  possible  to  discharge  many  patients  from  mental 
hospitals.  In  the  1960s  and  1970s,  a large  proportion,  probably 
about  one-half  of  the  population  of  mental  hospitals,  was  dis- 
charged. In  fact,  some  observers  believe  that  many  of  these 
discharges  were  inappropriate,  and  there  have  been  accusations  of 
wholesale  “dumping”  of  patients  from  mental  hospitals.  While  many 
of  the  discharged  patients  have  been  able  to  live  independently  or 
with  relatives,  many  others  have  been  sent  to  other  institutions, 
including  nursing  homes  (U.S.  Department  of  Health  and  Human 
Services,  1980).  Placement  of  these  patients  in  nursing  homes  was 
facilitated  by  the  availability  of  financing  for  nursing  home  care 
under  the  vendor  payment  provisions  of  old  age  assistance  and 
later  under  the  Medicaid  program. 

Another  predecessor  of  the  present  nursing  home  industry  com- 
prised the  homes  for  the  aged  established  by  immigrant  groups  and 
voluntary  and  religious  organizations,  notably  Lutheran,  Methodist, 
and  Jewish  organizations  in  the  late  19th  and  early  20th  centuries. 
These  voluntary  homes  for  the  aged  were  generally  established  to 
provide  shelter  and  maintenance  to  elderly  persons  of  limited  finan- 
cial means  who  were  without  family  (Dunlop,  1979).  Over  the  years, 
additional  personal  and  nursing  services  have  been  added  in  many 
of  these  institutions,  and  these  homes  have  evolved  into  the  volun- 
tary, non-profit  sector  of  the  nursing  home  industry. 

The  largest  segment  of  the  nursing  home  industry  today,  however, 
is  the  proprietary  sector  (National  Center  for  Health  Statistics,  1979). 
Much  of  this  segment  began  in  the  late  19th  and  early  20th  centuries 
as  boarding  home  accommodations  for  persons  needing  room,  board, 
and  limited  personal  care.  Many  of  the  boarding  homes  started  with 
the  conversion  of  existing  one-family  homes,  and  these  homes  often 
began  to  provide  additional  personal  and  nursing  services  as  the 
residents  continued  to  age.  A report  of  the  Senate  Committee  on 
Labor  and  Public  Welfare  (1960)  describes  the  origins  of  the  pro- 
prietary nursing  home  industry: 

Some  actually  started  as  nursing  homes.  Some  started  as 

boarding  homes  for  elderly  people.  But  in  historical  back- 
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ground,  even  as  in  contemporary  operations,  the  line  between 
homes  which  offered  nursing  care  and  those  which  provided 
domiciliary  services  was  not  sharply  drawn.  With  the  passage 
of  time,  homes  which  had  begun  as  room-and-board  enterprises 
gradually,  and  sometimes  imperceptibly,  assumed  responsibility 
for  meeting  the  personal  and  nursing  needs  as  these  areas  arose 
among  their  aging  residents.  Thus,  many  of  today’s  nursing 
homes  are  yesterday’s  small  private  boarding  homes  for  older 
people. 

Another  component  of  the  nursing  home  industry  is  the  hospital- 
affiliated  nursing  home  established  by  hospitals,  mostly  in  the  20th 
century,  as  an  adjunct  to  regular  hospital  services  (Dunlop,  1979). 
The  establishment  of  these  nursing  homes  reflects  in  part  the 
increasing  specialization  of  hospitals  as  centers  for  the  treatment 
of  acute  illness.  The  construction  of  separate  nursing  home  facilities 
by  hospitals  received  considerable  encouragement  under  the  pro- 
visions of  the  Hill-Burton  Act,  described  later  in  this  chapter.  Most 
of  these  hospital-affiliated  nursing  homes  are  governmental  or 
voluntary  institutions  reflecting  the  ownership  status  of  the  hospitals 
themselves. 

Income  Maintenance  Legislation 

The  Social  Security  Act  of  1935  played  an  important  role  in  aiding 
the  growth  of  nursing  homes  by  providing  an  additional  source  of 
income  for  purchasing  nursing  home  care.  The  Act  provided  a 
program  of  old  age  assistance  (OAA)  under  which  monthly  payments 
were  made  to  persons  age  65  and  over  who  qualified  under  a means 
test,  with  eligibility  and  benefit  amounts  largely  determined  by  the 
States.  The  Federal  government  shares  the  cost  of  the  program 
with  the  States.  The  legislation  specifically  forbade  payments  to 
“inmates  of  a public  institution’’  to  prevent  the  program  from  sup- 
porting residents  of  the  county  poorhouses  (Vladeck,  1980). 

By  providing  funds  to  pay  for  care,  the  OAA  program  was  espe- 
cially important  in  the  further  development  of  the  proprietary  nursing 
home  industry  in  the  1930s.  The  OAA  payments  also  helped  support 
residents  of  religious  and  other  voluntary  homes  for  the  aged  and 
thus  helped  to  maintain  these  homes  during  the  Depression  years, 
when  charitable  contributions  declined  and  financing  became  more 
difficult  (Vladeck,  1980). 

Legislation  enacted  in  1950  provided  for  aid  to  the  disabled  (AD) 
on  a means-tested  basis  similar  to  the  OAA  program.  The  1950 
amendments  also  removed  the  prohibition  on  assistance  payments 
for  residents  of  public  institutions,  apparently  with  the  hope  that 
what  remained  of  the  county  poorhouse  systems  would  be  improved 
and  brought  up  to  acceptable  standards  (Vladeck,  1980). 
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Under  the  1972  amendments  to  the  social  security  law,  the  OAA 
and  AD  assistance  programs  were  abolished  and  replaced  by  the 
Supplementary  Security  Income  (SSI)  program.  Like  the  assistance 
programs,  SSI  provides  monthly  payments  to  aged  and  disabled 
persons,  but  SSI  is  a Federal  program  and  is  financed  and  admin- 
istered by  the  Federal  government  (Social  Security  Act  and  Related 
Laws,  1978).  Some  States  provide  supplementary  payments  to  resi- 
dent SSI  recipients.  Some  of  these  States  pay  an  additional  amount 
to  persons  receiving  domiciliary  care.  When  a person  enters  a 
nursing  home  under  the  Medicaid  program,  the  Federal  SSI  payment 
is  reduced  to  $25. 

While  the  OAA  program  represented  the  most  important  income 
maintenance  program  for  the  aged  in  the  1930s,  the  social  security 
law  also  provided  for  payment  of  retirement  insurance  benefits  to 
aged  persons  beginning  in  1940.  Over  the  succeeding  years,  as 
additional  persons  have  become  insured  under  the  program,  it  has 
become,  by  far,  the  most  significant  income  maintenance  program 
for  the  aged.  Also,  in  1956  the  social  security  law  was  amended  to 
provide  disability  insurance  benefits  to  disabled  persons  insured 
under  the  program  (Social  Security  Act  and  Related  Laws,  1978). 


Expanding  the  Supply  of  Nursing  Homes 

As  use  of  nursing  home  care  increased  in  the  1940s  and  1950s 
a shortage  of  nursing  home  beds  was  developing  (Vladeck,  1980). 
Several  Federal  laws  were  enacted  during  the  1950s  to  encourage 
the  construction  and  modernization  of  nursing  homes  in  all  three 
sectors  of  the  nursing  home  industry — the  non-profit,  the  public,  and 
the  proprietary. 

The  original  Hill-Burton  Act  of  1946  provided  for  grants,  loans,  and 
loan  guarantees  to  non-profit  and  government  hospitals  for  construc- 
tion and  modernization,  if  a survey  of  available  facilities  indicated 
that  additional  facilities  were  needed  in  the  community  (Dunlop, 
1979).  Legislation  enacted  in  1954  extended  Federal  financial  sup- 
port to  non-profit  and  government  nursing  homes,  also  based  on  a 
survey  of  facilities  to  establish  need.  Financial  assistance  under  this 
legislation  was  limited  to  nursing  homes  capable  of  providing  a high 
level  of  skilled  nursing  care.  In  this  connection,  the  legislation 
established  standards  for  physical  construction,  facility  design, 
medical  supervision,  staffing  patterns,  and  other  matters  relating  to 
the  quality  of  nursing  home  care  (Vladeck,  1980). 

The  financial  assistance  available  under  the  Hill-Burton  Act  signifi- 
cantly affected  the  development  of  the  voluntary,  non-profit  segment 
of  the  nursing  home  industry.  The  appendix  of  this  chapter  analyzes 
the  role  of  voluntary  nursing  homes  in  the  industry. 
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In  testimony  before  Congress  in  the  1950s,  representatives  of  the 
proprietary  nursing  home  industry  indicated  that  the  nature  of  the 
industry  was  such  that  private  capital  from  banks  and  other  financial 
institutions  was  not  readily  available.  Consequently,  the  industry 
had  difficulty  in  obtaining  funds  necessary  for  expansion  (Reiss, 
1980).  In  1956,  under  its  general  loan  authority  pertaining  to  small 
business,  the  Small  Business  Administration  (SBA)  inaugurated  a 
loan  program  for  qualified  nursing  homes  (Reiss,  1980).  To  be 
eligible,  a nursing  home  had  to  meet  the  overall  criteria  of  the  SBA 
as  a small  business.  For  eligible  homes,  loans  were  available  for  new 
construction,  expansion,  equipment,  supplies,  and  working  capital. 
Besides  making  direct  loans,  the  SBA  also  guaranteed  commercial 
loans  to  qualified  nursing  homes. 

For  a variety  of  reasons,  the  SBA  program  apparently  did  not  fully 
satisfy  the  need  of  proprietary  nursing  homes  for  capital  and  loans. 
The  representatives  of  the  proprietary  industry  stated  the  following 
in  testimony  on  the  proposed  Housing  Act  of  1959: 

The  Hill-Burton  benefits  are  restricted  to  non-profit  and  tax- 
supported  institutions  which  are  for  only  29  percent  of  the 
people  in  nursing  homes.  The  (existing)  FHA  program  does 
not  contain  adequate  provision  for  nursing  care  on  a continuing 
basis  and  was  not  designed  to  support  nursing  homes  per  se. 
The  Small  Business  Administration  loan  policy,  in  keeping  with 
its  general  policy,  is  far  too  short  a loan  period  and  far  too  low 
a Federal  participation.  This  prevents  the  great  majority  of  the 
proprietary  nursing-home  owners  from  obtaining  such  loans  and 
makes  it  difficult  for  them  to  compete  with  the  nonprofit  home 
supported  by  finance  programs  existing  within  the  Government 
(U.S.  Senate  Committee  on  Banking  and  Currency,  1960). 

To  further  help  meet  the  needs  of  proprietary  homes,  Congress 
enacted  Section  232  of  the  Housing  Act  of  1959,  which  provides  a 
program  of  mortgage  insurance  for  proprietary  nursing  homes. 
Under  this  program,  the  Federal  Housing  Administration  (FHA) 
insures  lenders  against  loss  for  loans  for  construction  or  rehabili- 
tation of  nursing  homes.  The  FHA  insurance  covers  75  percent  of 
the  estimated  value  of  the  improvements  for  loans  which  could 
extend  over  a period  of  20  years  (Dunlop,  1979).  (Under  later  amend- 
ments, the  insurance  was  increased  to  90  percent  and  the  loan  period 
to  40  years.)  Interest  rates  charged  on  these  insured  loans  are  com- 
parable to  prevailing  interest  rates.  A condition  of  the  loan  insurance 
is  that  the  proposed  project  receive  a certificate  of  need  from  the 
appropriate  State  agency  indicating  that  a need  exists  for  the 
proposed  beds.  Over  the  years,  the  FHA  mortgage  insurance  pro- 
gram has  become  the  most  important  Federal  program  assisting  in 
the  construction  and  development  of  proprietary  nursing  homes. 
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An  additional  source  of  financing  for  nursing  homes  in  rural  areas 
is  the  Farmers  Home  Administration  of  the  Department  of  Agricul- 
ture. The  Farmers  Home  Administration  makes  loans  under  the 
Consolidated  Farm  and  Rural  Development  Act  to  build  or  improve 
community  facilities  providing  essential  services  (including  health 
benefits)  to  rural  residents  (Reiss,  1980). 

The  Appalachian  Regional  Commission  has  broad  authority  under 
the  Appalachian  Regional  Development  Act  of  1965  to  make  project 
grants  to  State  and  local  governments  and  non-profit  organizations 
for  demonstrations  for  health  related  activities,  including  nursing 
homes  (Reiss,  1980). 

Medical  Vendor  Payment  Programs 

From  the  beginnings  of  the  OAA  and  AD  assistance  programs, 
States  were  permitted  to  use  funds  from  the  assistance  programs 
to  pay  for  medical  care,  including  nursing  home  care,  for  recipients. 
Initially,  the  method  used  to  pay  for  medical  care  under  the  pro- 
grams was  to  include  the  cost  of  the  medical  care  in  the  cash  allow- 
ance of  the  recipient  and  have  the  recipient  pay  the  provider  of  the 
medical  services  (Dunlop,  1979). 

The  1950  amendments  to  the  Social  Security  Act  permitted  welfare 
agencies  to  make  direct  payments,  termed  medical  vendor  payments, 
to  providers  of  medical  service  to  recipients  (Social  Security  Act 
and  Related  Laws,  1978).  The  funds  available  for  medical  vendor 
payments  were  limited  under  the  sharing  formula  used  to  determine 
Federal  sharing  in  the  cost  of  the  assistance  program. 

Under  the  1950  legislation,  vendor  payments  were  available  only 
to  persons  whose  income  was  at  or  below  the  eligibility  level  for  the 
assistance  program.  At  their  option,  States  used  two  major  methods 
for  determining  the  income  level  at  which  eligibility  began.  Some 
States  used  the  “in  or  out”  method,  under  which  only  persons  whose 
income  fell  below  the  specified  level  were  eligible  for  either  money 
payments  or  medical  care.  Other  States  used  the  “spend-down” 
method,  under  which  persons  whose  income  was  above  the  specified 
level  were  ineligible  for  money  payments  but  could  become  eligible 
for  medical  vendor  payments  if  the  amount  they  spent  for  medical 
care  from  their  own  funds  brought  their  net  income  down  to  the 
eligibility  level.  Because  of  the  relatively  high  cost  of  nursing  home 
care,  many  persons  in  the  “spend-down”  States  who  were  not  eligi- 
ble for  money  payments  qualified  for  nursing  home  care. 

The  methods  of  reimbursing  nursing  homes  under  the  medical 
vendor  program  were  left  to  the  States.  Most  States  reimbursed 
on  a flat  rate  basis,  paying  a single  rate  state-wide,  several  flat  rates 
for  different  levels  of  care,  or  flat  rates  negotiated  at  the  county 
level.  In  some  States,  the  nursing  home  was  required  to  accept  the 
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State  reimbursement  as  full  payment,  while  other  States  permitted 
the  home  to  charge  a supplemental  amount  to  the  resident  or  his 
or  her  family. 

The  1950  social  security  amendments  mandated  that  States  making 
vendor  payments  to  nursing  homes  must  establish  licensing  require- 
ments for  those  homes  (Vladeck,  1980).  These  Federal  licensing 
requirements  were  very  general  and  did  not  specify  licensing  stand- 
ards or  indicate  how  they  were  to  be  enforced.  Most  States  did  not 
have  any  licensing  requirements  for  nursing  homes  at  that  time,  and 
the  1950  legislation  promoted  the  enactment  of  such  requirements. 
These  State  laws,  however,  generally  contained  minimal  require- 
ments and  made  little  provision  for  enforcement. 

Medical  Assistance  for  the  Aged 

The  Medical  Assistance  for  the  Aged  (MAA)  program,  enacted  in 
1960,  was  initially  proposed  as  a possible  substitute  for  the  Medi- 
care program  then  under  consideration  (Vladeck,  1980).  The  MAA 
program  was  essentially  an  expansion  of  the  vendor  payment  pro- 
gram under  OAA,  but  with  several  major  improvements.  Most  im- 
portantly, the  program  permitted  the  States  to  provide  eligibility 
for  the  medically  indigent,  that  is,  persons  whose  income  was  above 
the  OAA  standard  but  who  were  considered  as  having  insufficient 
income  to  pay  for  medical  care.  As  in  the  OAA  vendor  payment 
program,  some  States  tested  eligibility  on  an  “in  or  out’’  basis,  while 
others  used  the  concept  of  the  “spend-down.”  The  MAA  legislation 
did  not  forbid  relative  responsibility  requirements,  that  is,  require- 
ments that  specified  that  relatives  contribute  toward  care  for  the  ap- 
plicant if  they  were  determined  to  be  financially  capable  of  doing  so. 

The  Federal  government  contributed  50  percent  to  80  percent  of 
the  cost  of  the  MAA  program,  with  the  higher  contributions  going  to 
States  with  the  lower  per  capita  income.  Unlike  the  OAA  vendor 
payment  program,  the  Federal  contributions  for  medical  care  under 
MAA  were  open-ended,  with  no  limit  based  on  individual  payments 
or  total  State  expenditures. 

There  was  considerable  variation  among  the  States  in  the  extent 
to  which  the  MAA  program  was  implemented.  Most  States  with  a 
program  included  nursing  home  care  among  the  services  covered. 
Overall,  the  program  had  a significant  effect  in  increasing  expendi- 
tures for  nursing  care,  and  by  1965  some  300,000  persons  were 
receiving  nursing  home  care  under  that  program  (Vladeck,  1980). 

The  Medicaid  Program 

The  1965  amendments  to  the  Social  Security  Act  created  the 
Medicare  and  Medicaid  programs,  both  of  which  have  had  far  reach- 
ing effects  on  public  financing  of  nursing  home  care.  The  Medicaid 
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program  replaced  the  medical  vendor  and  MAA  programs  and  sub- 
stituted for  them  a uniform  medical  assistance  program  for  persons 
of  all  ages  (Social  Security  Act  and  Related  Laws,  1978). 

The  Medicaid  program  covered  persons  eligible  for  cash  assist- 
ance payments  (and  later  SSI)  and,  at  the  option  of  the  State,  per- 
sons above  the  income  standard  who  were  determined  to  be 
medically  indigent.  States  considering  the  medically  indigent  as 
eligible  generally  determined  eligibility  using  the  “spend-down” 
method.  In  the  case  of  married  couples,  where  one  spouse  was  in 
a nursing  home,  eligibility  was  based  on  the  cost  of  the  nursing 
home  care  plus  a specified  amount  which  is  protected  for  the  main- 
tenance of  the  spouse  remaining  in  the  community. 

The  Federal  law  governing  the  Medicaid  program  prohibits  the 
States  from  applying  financial  responsibility  requirements  to  rela- 
tives when  determining  the  financial  resources  of  applicants.  Only 
spouses  and  parents  of  children  under  age  21  could  be  held  finan- 
cially responsible.  (For  example,  an  elderly  applicant  could  not  be 
rejected  on  the  basis  of  his  or  her  children’s  income.) 

The  1965  Medicaid  law  required  the  States  to  provide  five  speci- 
fied types  of  medical  care,  one  of  which  was  skilled  nursing  home 
care.  In  addition  to  the  five  services,  other  types  of  services  could 
be  provided  at  the  option  of  the  State. 

The  Federal  government  contributes  50  percent  to  83  percent  of 
the  cost  of  the  Medicaid  program,  according  to  State  per  capita 
income  (Social  Security  Act  and  Related  Laws  1978).  As  for  the 
MAA  program,  Federal  payments  for  Medicaid  are  open  ended, 
with  no  limit  on  spending  based  on  individual  payment  or  total  State 
expenditures  (Social  Security  Act  and  Related  Laws  1978). 

Under  a special  provision  included  in  the  1972  amendments  to 
the  social  security  law,  the  Federal  government  pays  100  percent  of 
the  administrative  cost  of  certain  State  enforcement  activities.  This 
provision  was  designed  to  encourage  State  activity  in  investigating 
and  prosecuting  cases  of  fraud  and  abuse  (Vladeck,  1980). 

Under  Medicaid,  providers  of  services  are  required  to  accept  the 
Medicaid  payment  as  payment  in  full  (Dunlop,  1979).  Thus,  the 
provider  cannot  charge  the  patient  or  his/her  family  an  additional 
amount  for  covered  services. 

The  original  Medicaid  law  did  not  specify  methods  of  reimburse- 
ment to  be  used  by  the  States  to  pay  nursing  homes  (Dunlop,  1979). 
States  were  advised  by  the  Department  of  Health,  Education,  and 
Welfare  (DHEW)  that  methods  of  reimbursement  based  on  reason- 
able cost  were  preferable,  although  not  required.  Many  States  used 
a reasonable  cost  method  of  reimbursement  but  placed  a relatively 
low  maximum  on  the  amount  of  the  payment,  in  effect  converting 
their  reimbursement  systems  into  a flat  rate  system.  Other  States 
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paid  uniform  flat  rates  to  all  nursing  homes  or  used  other  methods 
of  reimbursement  (Dunlop,  1979). 

The  1972  amendments  to  the  social  security  law  required  the 
States  to  reimburse  nursing  homes  on  a reasonable,  cost-related 
basis  using  cost-finding  techniques  and  methods  approved  by 
DHEW  (Social  Security  Act  and  Related  Laws,  1978).  However,  these 
reimbursement  provisions  were  never  fully  implemented,  and  1980 
legislation  repealed  them.  This  latter  legislation  permitted  States  to 
develop  their  own  reimbursement  methods  with  the  provision  that 
the  rates  be  reasonable  and  adequate  to  cover  the  costs  of  an  effi- 
ciently operated  facility.  Each  State  must  file  its  method  with  the 
Department  of  Health  and  Human  Services  (DHHS),  which  is  given 
authority  to  approve  or  disapprove  the  States’  proposals  (HCFA 
Administrator’s  Report,  1981). 

The  1965  Medicaid  legislation  did  not  authorize  the  Federal  gov- 
ernment to  establish  standards  for  participation  of  nursing  homes 
in  the  program  (Dunlop,  1979).  Legislation  enacted  in  1967,  known 
as  the  Moss  Amendments,  first  provided  such  authority  (Social  Se- 
curity Act  and  Related  Laws,  1978).  Among  the  more  important 
Federal  standards  for  nursing  homes  established  by  later  regulations 
were  staffing  requirements  which  called  for  24-hour  nursing  service, 
services  of  an  RN,  and  services  of  a charge  nurse  (the  nurse  in 
charge  of  nursing  services  on  each  shift)  who  met  certain  qualifica- 
tions as  a licensed  practical  nurse.  These  staffing  requirements 
became  relatively  controversial  and  were  revised  several  times  over 
the  years  (Dunlop,  1979).  Other  significant  regulations  dealt  with 
fire  safety  standards,  medical  supervision,  drug  dispensing,  dietary 
matters,  and  sanitation  (Vladeck,  1980). 

Intermediate  Care  Facilities 

Intermediate  care  facilities  (ICFs)  are  facilities  which  regularly 
provide  health-related  care  to  individuals  who  do  not  require  the 
degree  of  care  and  treatment  of  a hospital  or  skilled  nursing  home 
but  who,  because  of  their  mental  or  physical  conditions,  require 
care  and  services  above  the  level  of  room  and  board  which  can  be 
made  available  to  them  only  through  institutional  services  (Social 
Security  Act  and  Related  Laws  1978).  The  1967  amendments  to  the 
Social  Security  Act  included  provisions,  known  as  the  Miller  Amend- 
ment, which  provided  vendor  payments  for  care  in  ICFs  under  the 
cash  assistance  titles  of  the  Social  Security  Act  (Dunlop,  1979). 

This  ICF  provision  supported  residents  of  many  nursing  homes 
which  did  not  meet  the  standards  of  skilled  nursing  homes,  residents 
of  homes  for  the  aged,  and  the  institutionalized  mentally  retarded. 
In  some  cases,  residents  who  were  classified  as  needing  skilled 
nursing  care  under  Medicaid  were  reclassified  as  needing  only  inter- 
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mediate  care,  and  facilities  previously  classified  as  Medicaid  skilled 
nursing  homes  were  reclassified  as  ICFs. 

Legislation  enacted  in  1971  transferred  the  ICF  benefit  provisions 
to  the  Medicaid  program.  With  this  transfer,  States  could  now  per- 
mit eligibility  for  ICF  care  on  the  basis  of  medical  indigency.  Reim- 
bursement to  ICFs  under  Medicaid  could  not  exceed,  on  the  average, 
90  percent  of  the  state-wide  rate  for  skilled  nursing  facilities.  Fed- 
eral standards  for  ICFs  were  established  for  staffing,  safety,  and 
other  matters  as  described  for  SNFs,  but  they  were  related  to  a 
lower  level  of  care  than  the  SNF  standards  (Dunlop,  1979). 

The  Medicaid  program  is,  by  far,  the  most  significant  government 
program  for  financing  nursing  home  care.  According  to  the  1977 
National  Health  Survey,  Medicaid  was  the  primary  source  of  pay- 
ment for  almost  48  percent  of  all  residents  of  nursing  homes.  Other 
government  programs  were  the  primary  support  for  about  8 percent 
of  the  residents.  (Most  of  the  remaining  residents  were  supported 
by  their  own  or  family  resources.) 

The  Medicare  Program 

The  Medicare  program,  enacted  in  1965,  provides  hospital,  physi- 
cian, nursing  home,  and  other  health  services  to  persons  age  65  and 
over  who  have  acquired  sufficient  credits  under  social  security  to 
qualify  for  insurance  benefits  under  the  social  security  law.  In  1972, 
Medicare  eligibility  was  extended  to  disability  insurance  beneficiaries 
under  social  security  who  had  been  on  the  rolls  for  at  least  two  years. 

The  nursing  home  provision  of  the  Medicare  law  is  carefully 
designed  to  provide  a limited  period  of  highly  skilled  nursing  home 
care  to  persons  recently  discharged  from  a hospital.  Under  this 
provision,  persons  who  require  continued  care,  but  at  a less  inten- 
sive level  then  that  provided  in  the  hospital,  can  be  moved  to  a 
skilled  nursing  home.  It  was  believed  that  providing  arrangements 
for  such  care,  which  was  termed  “extended  care,”  would  result  in  a 
net  savings  for  the  Medicare  program  (Vladeck,  1980). 

The  original  Medicare  law  made  care  in  skilled  nursing  facilities 
available  to  persons  who  had  spent  at  least  three  days  in  a hospital 
and  were  transferred  to  a nursing  home  within  14  days  of  discharge 
from  the  hospital.  The  14-day  requirement  was  changed  to  30  days 
by  legislation  enacted  in  1980.  The  maximum  stay  covered  by  Medi- 
care is  limited  to  100  days.  Medicare  covers  the  first  20  days  in  full, 
with  any  additional  days  being  subject  to  a deductible  equal  to 
one-eighth  of  the  hospital  deductible.1 

In  the  first  few  years  of  the  Medicare  extended  care  program,  use 
of  extended  care  increased  substantially  beyond  original  expecta- 

1 The  hospital  deductible  is  an  amount  calculated  to  be  equal  to  the  aver- 
age cost  of  one  day  of  hospital  care  for  beneficiaries  of  the  program. 


516 


tions  (Vladeck,  1980).  By  1968,  expenditures  for  extended  care 
exceeded  $500  million  a year.  It  was  thought  that  considerable  care 
was  being  provided  to  beneficiaries  not  in  need  of  the  kind  of  high- 
level  extended  care  intended  by  the  Medicare  legislation  (Vladeck, 
1980).  As  a result,  revised  instructions  were  issued  in  April  1969, 
clarifying  and  redefining  the  circumstances  under  which  benefici- 
aries would  be  eligible  for  extended  care.  These  instructions  pro- 
vided a revised  and  narrowed  definition  of  skilled  nursing  and 
spelled  out  with  great  specificity  those  services  that  must  be  pro- 
vided if  the  qualifications  for  extended  care  were  to  be  met.  These 
revised  instructions  significantly  reduced  the  number  of  beneficiaries 
eligible  for  extended  care  benefits.  For  example,  the  number  of 
extended  care  bills  approved  for  payment  fell  from  over  one  million 
in  1968  to  fewer  than  400,000  in  1972  (Vladeck,  1980). 

One  problem  in  administering  the  nursing  home  provision  was  the 
retroactive  denial  of  eligibility  of  patients  already  admitted  to  nursing 
homes.  Legislation  enacted  in  1972  established  a “presumptive 
period  of  coverage”  so  that,  in  many  cases,  persons  with  certain 
diagnoses  would  be  “presumed”  eligible  for  nursing  home  care  for 
a specified  period  of  time  after  discharge  from  the  hospital.  How- 
ever, 1980  legislation  eliminated  this  provision. 

Under  the  1965  Medicare  law,  skilled  nursing  homes,  like  hospitals, 
were  paid  on  the  basis  of  their  costs,  with  no  upper  limit  on  the 
amount  of  reimbursement.  In  1969,  additional  cost  control  regula- 
tions were  introduced,  including  the  “prudent  buyer”  concept  which 
limited  reimbursement  for  nursing  home  services  to  levels  no  higher 
than  a prudent  buyer  would  pay  for  similar  services  in  a given  geo- 
graphic region  (Vladeck,  1980).  The  formula  for  determining  reim- 
bursement made  provision  for  a return  on  investment  for  proprietary 
facilities,  with  the  amount  of  the  return  tied  to  the  rate  of  return  on 
long-term  Federal  securities. 

To  participate  in  the  Medicare  program,  a nursing  home  must 
meet  certain  standards  as  an  extended  care  facility,  including  the 
requirement  that  it  be  formally  affiliated  with  a hospital  or  maintain 
a written  “transfer  agreement”  for  transfer  of  patients  and  their 
records  from  the  hospital.  The  standards  for  extended  care  facili- 
ties also  established  staffing  requirements,  including  24-hour  nurs- 
ing service,  a full-time  RN,  and  a charge  nurse  meeting  requirements 
as  a licensed  practical  nurse.  Other  standards  related  to  medical 
supervision,  fire  safety  standards,  sanitation,  dietary  matters,  and 
drug  dispensing. 

When  the  Medicare  program  went  into  effect,  it  was  believed  that 
the  number  of  hospitals  and  extended  care  facilities  meeting  the 
exacting  standards  of  the  program  would  be  insufficient  to  deliver 
the  benefits  promised  to  Medicare  beneficiaries  (Vladeck,  1980). 
Therefore,  by  regulation,  hospitals  and  extended  care  facilities  were 
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permitted  to  participate  in  the  program  by  meeting  a standard  of 
“substantial  compliance,”  although  they  might  not  meet  all  the 
standards  required  for  full  compliance.  The  majority  of  nursing 
homes  participating  in  the  program,  in  fact,  qualified  as  extended 
care  facilities  on  the  basis  of  substantial  rather  than  full  compliance 
(Vladeck,  1980). 

Additional  Legislation 

Some  of  the  nursing  home  legislation  applies  to  both  the  Medicaid 
and  Medicare  programs.  For  example,  under  a provision  of  the 
1972  amendments  to  the  Social  Security  law,  the  classification  of 
nursing  homes  was  consolidated  by  combining  extended  care  fa- 
cilities under  Medicare  and  skilled  nursing  homes  under  Medicaid 
into  a new  classification  known  as  skilled  nursing  facilities  (SNFs). 
DHEW  then  developed  a single  set  of  standards  for  this  new  classi- 
fication. Legislation  passed  in  1980  requires  the  Department  (now 
DHHS)  to  study  the  availability  of  SNFs  under  Medicare  and  Medic- 
aid and  the  effect  of  requiring  joint  participation. 

The  1972  law  also  established  the  Professional  Standards  Review 
Organizations  (PSROs),  a system  of  local  organizations  to  monitor 
the  quality  and  necessity  of  services  under  the  Medicare  and  Medic- 
aid programs.  This  review  activity  includes  nursing  home  services. 

The  Medicare  and  Medicaid  Antifraud  and  Abuse  Amendments  of 
1977  incorporated  numerous  provisions  to  prevent  and  punish  fraud 
and  abuse  under  the  Medicare  and  Medicaid  programs.  Most  of  the 
provisions  of  these  amendments  apply  to  nursing  home  as  well  as 
to  other  services. 

Characteristics  of  Federal  Legislation  on  Nursing  Homes 

This  study  of  the  Federal  legislative  history  of  nursing  home  care 
reveals  three  major  characteristics  of  the  Federal  legislation.  First, 
the  legislative  process  has  been  an  evolutionary  one,  with  Federal 
involvement  growing  and  expanding  over  a half  century.  Second, 
the  provisions  for  nursing  home  care  have  been  largely  tied  to  the 
nation’s  welfare  systems  with  eligibility  based  on  demonstration  of 
need.  Third,  the  nursing  home  systems  established  by  the  Federal 
legislation  have  followed  the  medical  model  and  have  been  part 
of  a broader  medical  care  program. 

The  first  step  in  the  evolutionary  process  of  this  Federal  legisla- 
tion was  the  indirect  support  of  nursing  homes  in  the  1930s,  result- 
ing from  the  OAA  and  social  security  programs  which  provided  funds 
to  purchase  nursing  home  care.  Direct  support  of  nursing  home 
care  was  first  provided  in  1950  under  the  vendor  payment  program 
of  OAA.  A further  step  in  the  evolutionary  process  was  the  enact- 
ment in  1960  of  the  MAA  program  which  introduced  the  concept  of 
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medical  indigency  and,  for  the  first  time,  permitted  open-ended 
Federal  financial  participation  in  the  cost  of  service.  These  prin- 
ciples of  the  MAA  program  were  later  incorporated  in  the  Medic- 
aid low  of  1965  which  extended  coverage  on  this  basis  to  the  entire 
population. 

With  the  exception  of  the  Medicare  program,  which  provides  only 
a limited  nursing  home  benefit,  nursing  home  care  has  been  pro- 
vided as  part  of  the  nation’s  welfare  program  under  the  public 
assistance  titles  of  the  Social  Security  Act.  Eligibility  is  thus  based 
on  meeting  a test  of  need,  although  in  the  States  using  the  concept 
of  the  “spend-down,”  eligibility  has  been  extended  to  those  some- 
what above  the  lowest  income  level. 

Finally,  the  provision  of  nursing  home  care  has  followed  the 
medical  model,  with  nursing  home  care  included  along  with  hospital 
care,  physician  services,  and  other  medical  services  in  a broad 
medical  care  program.  Both  SNFs  and  ICFs  are  required  to  meet 
standards  based  on  medical  considerations. 

Appendix 

The  Role  of  Voluntary  Nursing  Homes 
in  the  Nursing  Home  Industry 

The  forerunners  of  the  present  voluntary,  non-profit  nursing  home 
were  the  homes  for  the  aged,  founded  in  the  later  years  of  the 
19th  century  and  the  early  years  of  the  20th  century  by  immigrant 
self-help  organizations.  These  early  homes  were  built  largely  by 
ethnic  and  religious  groups;  for  example,  Scandinavians  and  Ger- 
mans built  Lutheran  homes,  and  Jews  and  Methodists  built  their  own 
facilities.  Over  the  years,  these  homes  evolved  into  the  present 
church- or  synagogue-affiliated  nursing  homes. 

In  more  recent  years,  voluntary  nursing  homes  began  with  the 
establishment  of  nursing  homes  by  voluntary  hospitals  as  an  adjunct 
to  their  hospital  facilities.  These  hospital-affiliated  nursing  homes 
were  often  built  with  Hill-Burton  funds  which  were  made  available 
for  nursing  home  construction  beginning  in  1954. 

Size  of  the  Voluntary  Nursing  Home  Industry 

Considerable  information  on  the  characteristics  of  voluntary 
nursing  homes,  as  compared  to  proprietary  and  government  homes, 
is  available  from  the  1977  National  Nursing  Home  Survey  published 
by  the  National  Center  for  Health  Statistics  (NCHS)  in  1979. 
Table  XV-A-1,  taken  from  that  survey,  compares  voluntary  facilities 
with  proprietary  and  government  facilities. 

The  NCHS  data  show  that  voluntary  nursing  homes  supplied  about 
one-fifth  of  the  total  number  of  nursing  home  beds  in  1977.  As 
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TABLE  XV-A-1 

Number  of  Nursing  Homes  and  Beds,  by  Type  of  Ownership, 
1977 


Nursing  Homes 

Beds 

Percent 

Percent 

Ownership 

Number 

Distribution 

Number 

Distribution 

Total 

18,900 

100.0 

1,402,000 

100.0 

Proprietary 

14,500 

76.8 

971 ,000 

69.3 

Voluntary 

3,400 

17.1 

296,000 

21.1 

Government 

1,000 

5.5 

136,000 

9.7 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  1977  Summary  for  the  United  States  (Washington:  U.S.  Government 
Printing  Office,  1979). 


indicated,  proprietary  homes  composed  the  largest  segment  of  the 
nursing  home  industry,  with  the  voluntary  homes  second  and  the 
government  facilities  last. 

Table  XV-A-2  gives  the  certification  status  of  nursing  homes  under 
Medicare  by  type  of  ownership.  Many  nursing  home  beds,  referred 
to  as  swing  beds,  are  certified  by  more  than  one  program  or  for 
more  than  one  level  of  care,  so  that  the  figures  in  Table  XV-A-2 
overlap  and  do  not  add  to  the  total.  These  data  show  that,  overall, 

TABLE  XV-A-2 

Certification  Status  of  Nursing  Homes,  by  Type  of  Ownership, 
1977 


Certification  Status1 
(percent) 


Ownership 

Total 

Beds 

Medicare 

Skilled 

Medicaid 

Skilled 

Medicaid 

Intermediate 

Care 

Total 

1 ,402,000 

25.3% 

45.4% 

52.1  % 

Proprietary 

971,200 

24.7 

45.0 

53.1 

Voluntary 

295,600 

26.9 

47.1 

49.6 

Government 

135,700 

27.0 

44.5 

50.4 

1 Percentages  do  not  add  to  100  percent  because  beds  are  certified  by 
more  than  one  program  or  for  more  than  one  level  of  care. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  1977  Summary  for  the  United  States  (Washington:  U.S.  Government 
Printing  Office,  1979). 
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voluntary  home  beds  are  certified  at  a slightly  higher  skill  level  than 
proprietary  homes. 

Data  on  occupancy  rates  from  the  NCHS  survey  showed  that  the 
occupancy  rate  for  all  nursing  homes  in  the  survey  averaged  89.0  per- 
cent, with  the  rates  at  89.8  percent,  87.4  percent,  and  87.4  percent 
for  proprietary,  voluntary,  and  government  facilities,  respectively. 

Employees  and  Wage  Rates 

Voluntary  nursing  homes  used  more  employees  per  100  beds  than 
did  proprietary  or  government  nursing  homes,  including  greater 
numbers  of  nursing  personnel.  More  personnel,  especially  nursing 
staff,  is  often  considered  one  indication  of  a higher  quality  of  care. 
The  number  of  full-time  equivalent  employees  of  nursing  homes  and 
the  rate  per  100  beds,  by  occupational  category,  is  shown  in 
Table  XV-A-3.  As  these  figures  indicate,  the  overall  rate  of  em- 
ployees per  100  beds  for  voluntary  nursing  homes  was  nearly  25 
percent  greater  than  for  proprietary  homes  and  about  15  percent 
greater  than  for  government  homes.  The  voluntary  home  rate  was 
greater  than  that  of  both  proprietary  and  government  homes  for 
nearly  all  the  occupational  categories  shown  here.  The  rate  was 
especially  high  for  registered  nurses,  for  whom  the  rate  averaged 
50  percent  greater  than  for  proprietary  homes  and  10  percent 
greater  than  for  government  homes. 

The  wages  paid  to  employees  by  voluntary  nursing  homes  were 
generally  somewhat  higher  than  those  paid  by  proprietary  homes 
and  slightly  lower  than  those  in  government  facilities.  The  hourly 
wages  for  full-time  employees  by  occupational  category  are  shown 
in  Table  XV-A-4.  By  occupational  category,  the  wages  for  voluntary 
homes  were  slightly  greater  than  for  proprietary  homes  for  the  vari- 
ous categories  of  nurses  and  substantially  greater  for  administrative, 
medical,  and  therapeutic  staff.  Wages  for  nurses  in  government 
homes  were  the  highest  of  the  three  classes  of  ownership. 

Revenues  and  Costs 

The  revenues  of  voluntary  nursing  homes  are  derived  largely  from 
patient  revenues,  with  a relatively  small  part  received  from  charitable 
contributions  and  other  non-patient  sources.  Table  XV-A-5  shows 
the  revenues  per  patient  day  in  1976  of  nursing  homes  by  type  of 
ownership.  In  this  table,  patient  revenues  include  direct  payments 
from  the  patient  (often  derived  from  social  security  or  other  sources) 
and  payments  from  Medicare,  Medicaid,  and  other  public  assistance 
or  welfare  programs.  Non-patient  revenues  include  financial  contri- 
butions, grants,  and  subsidies  received  from  churches,  foundations, 
voluntary  agencies,  government  agencies,  and  similar  sources  for 
general  operating  purposes.  Non-patient  revenues  also  include 
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TABLE  XV-A-5 

Revenues  per  Patient  Day  Received  by  Nursing  Homes, 
by  Source  of  Revenues  and  Type  of  Ownership,  1976 


Source  of  Revenues 

Total 

Non-Patient 

Ownership 

Revenues 

Patient  Care 

Sources 

Amount  per  Patient  Day 

Total 

$23.89 

$22.78 

$1.11 

Proprietary 

22.63 

22.33 

.30 

Voluntary 

26.91 

24.37 

2.53 

Government 

26.66 

22.68 

3.97 

Percent  Distribution 

Total 

100.0 

95.4 

4.6 

Proprietary 

100.0 

98.7 

1.3 

Voluntary 

100.0 

90.6 

9.4 

Government 

100.0 

85.1 

14.9 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  1977  Summary  for  the  United  States  (Washington:  U.S.  Government 
Printing  Office,  1979). 


sources  of  revenue  not  directly  related  to  providing  nursing  care  to 
patients,  such  as  revenue  from  beauty  and  barber  services  and 
vending  machines. 

These  data  indicate  that  non-patient  revenues  accounted  for 
about  9 percent  of  the  total  revenues  of  voluntary  nursing  homes. 
Of  course,  the  data  do  not  consider  construction  costs  which,  for 
voluntary  homes,  are  sometimes  financed  from  charitable  contribu- 
tions. 

Table  XV-A-6  shows  the  amount  and  distribution  of  nursing  home 
costs  per  patient  day,  by  type  of  cost,  for  1976.  These  data  clearly 
indicate  that  labor  costs  are  the  largest  item  of  cost  for  nursing 
homes  in  all  three  ownership  categories. 

Table  XV-A-7  provides  data  on  the  revenues,  costs,  and  net  in- 
come in  the  nursing  home  industry,  in  total  and  per  resident  day. 
The  data  indicate  that  voluntary  nursing  homes  accounted  for  almost 
one-quarter  of  total  revenues  and  of  total  costs  of  the  nursing  home 
industry.  The  net  income  data  in  this  table  indicate  that  voluntary 
homes  had  a loss  of  $61  million  in  1976  or  about  $0.66  per  resident 
day. 


524 


TABLE  XV-A-6 

Cost  per  Patient  Day  of  Nursing  Homes,  by  Type  of  Cost 
and  Type  of  Ownership,  1976 
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Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home  Survey:  1977  Summary  for  the  United  States  (Washington, 
U.S.  Government  Printing  Office,  1979). 


TABLE  XV-A-7 

Revenue,  Cost,  and  Net  Income  of  Nursing  Homes 
by  Type  of  Ownership,  1976 


Ownership 

Revenue 

Cost 

Net 

Income 

Total 

Proprietary 

Voluntary 

Government 

Amount  (in  millions) 

$10,821 

7,164 

2,513 

1,144 

$10,796 

6,954 

2,574 

1,268 

$25 

211 

-61 

-124 

Per  Resident  Day 

Total 

$23.89 

$23.84 

$.06 

Proprietary 

22.63 

21 .97 

.67 

Voluntary 

26.91 

27.56 

-.66 

Government 

26.66 

29.54 

-2.89 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home 
Survey:  1977  Summary  for  the  United  States  (Washington:  U.S.  Government 
Printing  Office,  1979). 


Sources  and  Amount  of  Payment 

Table  XV-A-8  shows  the  distribution  of  residents  of  nursing  homes 
by  the  primary  source  of  payment.  The  category  “All  Other  Sources” 
refers  to  patients  primarily  dependent  on  religious  organizations, 
foundations,  volunteer  agencies,  Veterans  Administration  contracts, 
and  initial-payment  life  care  funds,  as  well  as  patients  for  whom  no 
charge  was  made. 

These  data  indicate  that  almost  one-half  of  the  residents  of  volun- 
tary homes  were  primarily  dependent  on  their  own  income  (often 
from  social  security  payments  or  other  sources  of  income)  or  on 
family  support  for  payment  of  their  nursing  home  care.  The  pro- 
portion paying  from  their  own  or  family  resources  was  greater  for 
voluntary  homes  than  for  proprietary  or  government  homes.  About 
40  percent  of  the  patients  of  voluntary  homes  were  financed  through 
the  Medicaid  program,  and  this  proportion  was  lower  than  for  pro- 
prietary or  government  homes,  each  of  which  had  about  50  percent 
of  their  patients  under  Medicaid. 

Table  XV-A-9  shows  the  total  monthly  charge  paid  by,  or  on  be- 
half of,  residents  of  nursing  homes,  according  to  the  primary  source 
of  payment.  These  data  indicate  that  the  monthly  charges  were 
higher  for  patients  of  voluntary  homes  paying  from  their  own  re- 
sources than  for  patients  of  proprietary  or  government  homes. 
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1 Information  is  not  available. 

Source:  National  Center  for  Health  Statistics,  The  National  Nursing  Home  Survey:  1977  Summary  for  the  United  States  (Washington, 
U.S.  Government  Printing  Office,  1979). 
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TABLE  XV-A-10 

Number  of  Voluntary  Homes  Established, 
by  Ten  Year  Intervals 


Period  of 
Establishment 

Number  of 
Homes 

Before  1900 

171 

1900  - 1909 

64 

1910  - 1919 

71 

1920  - 1929 

99 

1930  - 1939 

45 

1940  - 1949 

67 

1950  - 1959 

149 

1960  - 1969 

288 

1970  - 1979 

198 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 


AAHA  Survey  of  Voluntary  Homes 

Additional  information  about  the  characteristics  of  the  voluntary 
nursing  home  industry  is  available  from  a survey  of  its  membership 
conducted  in  1978  by  the  American  Association  of  Homes  for  the 
Aging  (AAHA;  1980).  Founded  in  1961,  the  AAHA  represents  the 
voluntary  sector  of  the  nursing  home  industry  in  the  United  States. 
The  organization  has  a membership  of  nearly  1,700  homes. 

Among  the  AAHA  data  is  the  year  in  which  its  member  homes 
were  established.  The  first  voluntary  homes  go  back  to  the  begin- 
nings of  the  nation  when  the  very  first  home,  the  Christ  Church 
Hospital-Kearsley  Home,  was  established  in  1772.  By  the  start 
of  the  Civil  War,  21  homes  had  been  established  and,  at  the  turn 
of  the  20th  century,  some  171  homes  were  providing  services.  The 
number  of  homes  continued  to  increase  in  the  early  part  of  the 
20th  century  but  declined  during  the  Depression  and  war  years. 
After  the  war  and  into  the  1960s  and  1970s,  the  number  of  homes 
continued  to  increase  significantly.  The  increase  was  due  in  part 
to  the  additional  funding  available  from  the  Hill-Burton  program  and 
Federal  mortgage  insurance  programs  (American  Association  of 
Homes  for  the  Aging,  1980)  and  the  growth  of  reimbursement  under 
the  Medicaid  and  Medicare  programs.  Table  XV-A-10  shows  the 
number  of  homes  established  in  10-year  intervals. 

The  member  homes  of  the  AAHA  are  sponsored  by  a variety  of 
religious  and  other  organizations.  Table  XV-A-11  gives  a break- 
down of  sponsoring  organization  by  type. 
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TABLE  XV-A-1 1 

AAHA  Sponsoring  Organizations 


Type  of 
Organization 

Percent  of 
Homes 

Religious  Organizations 

76% 

Community  Organizations 

6 

Private  Foundations 

6 

Fraternal  Organizations 

3 

Government  Agencies 

3 

Private,  Non-Profit  Groups 

2 

Unions 

0.4 

Other  Organizations 

5 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 


Levels  of  Care 

The  AAHA  classifies  its  homes  into  three  categories  for  statistical 
purposes.  Nursing  care  homes  are  those  which  provide  some  level 
of  nursing  care,  either  skilled,  intermediate,  or  other  (such  as  acute 
care).  Personal  care  homes  are  those  facilities  which  provide  per- 
sonal assistance  for  residents,  including  help  with  bathing,  walking, 
eating,  and  other  activities,  but  provide  no  nursing  care  service. 
Independent  living  facilities  provide  activities,  meals,  housekeeping, 
and  other  services  but  do  not  provide  any  personal  or  nursing  care 
services.  Single  level  homes  are  defined  as  homes  which  offer  only 
one  level  of  services  (nursing  care,  personal  care,  or  independent 
living).  Multi-level  facilities  offer  more  than  one  level  of  services. 
About  three-fifths  of  the  voluntary  homes  are  multi-level. 

About  eight  out  of  10  of  the  homes  in  the  AAHA  survey,  with  over 
one-half  the  total  beds,  offered  nursing  care  to  their  residents.  About 
58  percent  of  the  nursing  care  beds  were  classified  as  skilled,  38  per- 
cent as  intermediate,  and  4 percent  as  other. 

Most  nursing  care  homes  had  fewer  than  200  nursing  care  resi- 
dents. Table  XV-A-1 2 indicates  the  size  of  homes  providing  nursing 
care  services. 

In  general,  the  voluntary  AAHA  nursing  care  facilities  served  a 
relatively  old  population,  with  the  average  age  being  81.8  years. 
The  breakdown  by  age  of  residents  is  contained  in  Table  XV-A-13. 

The  occupancy  rate  for  nursing  care  beds  in  the  AAHA  survey  was 
96.7  percent,  with  over  one-third  reporting  100  percent  occupancy 
and  another  one-third  reporting  over  95  percent  occupancy.  In  com- 
puting these  figures,  beds  not  occupied  but  reserved  and  unavail- 
able were  considered  as  occupied  beds.  These  occupancy  figures 
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TABLE  XV-A-12 

Distribution  of  Nursing  Care  Residents  in  AAHA  Homes 


Number  of  Nursing 
Care  Residents 

Number  of 
Homes 

Percent 

1 - 49 

297 

28.6% 

50  - 99 

365 

25.2 

100  - 199 

276 

26.6 

200  + 

100 

9.6 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 


therefore  differ  from  those  obtained  from  other  sources,  such  as  the 
National  Center  for  Health  Statistics,  which  compute  occupancy 
rates  on  different  bases. 

By  comparing  the  number  of  nursing  care  beds  under  construction 
to  those  already  in  existence,  we  can  compute  an  expansion  rate  for 
the  nursing  care  facilities.  Almost  9,600  nursing  care  beds  were 
being  built  at  the  time  of  the  1978  survey,  representing  an  expansion 
rate  of  8.5  percent  for  nursing  care  beds  in  non-profit  facilities. 

Personal  Care  Facilities 

About  three  out  of  10  AAHA  homes  provided  personal  care  beds 
(as  defined  earlier).  The  22,000  personal  care  beds  reported  repre- 
sented about  11  percent  of  the  total  beds  of  facilities  in  the  survey. 

The  average  number  of  personal  care  beds  in  homes  with  these 
services  tended  to  be  smaller  than  for  nursing  care  facilities. 
Table  XV-A-14  shows  the  distribution  of  personal  care  patients  in 
AAHA  homes. 

The  average  age  of  personal  care  residents  was  81.5  years, 
slightly  lower  than  for  nursing  care  residents  (81.8)  and  higher  than 
for  independent  living  residents  (79.0). 

TABLE  XV-A-13 

Age  Distribution  in  AAHA  Nursing  Care  Homes 


Age 

Percent  of 
Residents 

Under  65 

3.1% 

65  - 74 

11.0 

75  - 84 

41.3 

85  and  older 

44.6 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 
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TABLE  XV-A-14 

Distribution  of  Personal  Care  Residents 
in  AAHA  Homes 


Number  of  Personal 
Care  Residents 

Number  of 
Homes 

Percent 

1 - 49 

271 

65.5% 

50  - 99 

103 

22.8 

100  - 199 

31 

7.5 

200  - 299 

9 

2.2 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 


The  occupancy  rate  for  personal  care  beds  shown  in  the  survey 
was  93.7  percent  computed  according  to  the  criteria  described 
earlier.  About  one-third  of  the  homes  reported  100  percent  occu- 
pancy for  these  beds,  and  other  20  percent  reported  over  95  percent 
occupancy. 

About  2,500  personal  care  beds  were  reported  under  construction 
at  the  time  of  the  survey,  representing  an  expansion  rate  of  11.2  per- 
cent. This  rate  is  somewhat  higher  than  the  rate  for  nursing  care 
beds. 

Independent  Living  Facilities 

In  the  1978  survey,  four  out  of  10  AAHA  facilities  reported  offering 
some  sort  of  independent  living  arrangement.  Such  arrangements 
include  three  types  of  facilities:  congregate  housing  units  where  at 
least  one  meal  per  day  is  provided,  housekeeping  units  where  resi- 
dents do  their  own  housekeeping  but  central  dining  is  available,  and 
housekeeping  units  without  central  dining.  Of  the  70,200  independ- 
ent living  units  reported,  57  percent  were  congregate  housing  apart- 
ments, 28  percent  were  housekeeping  units  with  central  dining,  and 
15  percent  were  housekeeping  units  without  central  dining. 

Of  the  total  number  of  independent  living  facilities,  13  percent 
offered  only  independent  living  with  the  rest  being  multi-level  facil- 
ities also  offering  personal  and/or  nursing  care. 

About  one-half  of  the  independent  living  arrangements  served 
fewer  than  100  residents,  and  about  one-third  between  100  and  199 
residents.  Table  XV-A-15  gives  the  distribution  of  these  homes  by 
number  of  residents. 

The  occupancy  rate  for  independent  living  arrangements  in  1978 
was  96.8  percent.  Over  45  percent  of  the  facilities  reported  100  per- 
cent occupancy,  and  almost  30  percent  had  95  percent  occupancy. 

Independent  living  units  were  being  built  at  a greater  rate  than 
either  personal  care  or  nursing  care  facilities.  More  than  14,500 
independent  living  units  were  under  construction  at  the  time  of  the 
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TABLE  XV-A-15 

Distribution  of  Independent  Living  Residents  in  AAHA  Homes 


Number  of 
Residents 

Number  of 
Homes 

Percent 

1 - 49 

146 

27.0% 

50  - 99 

113 

20.9 

100  - 199 

170 

31.5 

200  + 

111 

20.5 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 


survey,  representing  an  expansion  rate  of  20.6  percent.  Over  11  per- 
cent of  the  homes  in  the  survey  reported  that  they  were  in  the 
process  of  building  or  adding  independent  units. 

Outreach  Services 

The  AAHA  survey  also  collected  information  on  the  extent  to 
which  the  member  homes  offered  services  to  persons  not  living  in 
the  home  itself.  By  providing  such  services,  termed  outreach  serv- 
ices, to  members  of  the  community,  these  facilities  support  and 
enable  aged  persons  to  live  more  independently  in  their  own  homes. 

Four  out  of  10  AAHA  facilities  offered  at  least  one  outreach  service 
to  elderly  persons  in  the  community.  Of  those  facilities  providing 
outreach  services,  60  percent  offered  two  or  more  services,  20  per- 
cent offered  five  or  more  services,  and  12  percent  offered  between 
six  and  10  services. 

Among  the  types  of  outreach  services  offered,  Meals  on  Wheels 
for  the  homebound  elderly  was  the  most  frequent  type  provided. 
The  recipient  usually  pays  for  these  meals,  but  many  homes  re- 
ported using  public  and  private  funds  to  finance  the  cost.  Other 
types  of  outreach  services  are  funded  by  the  home  itself,  and  these 
most  frequently  include  religious  activities,  information  and  referral, 
recreational  activities,  transportation/escort  services,  and  counsel- 
ing. A listing  of  the  more  common  outreach  services  and  the  number 
of  homes  offering  them  is  given  in  Table  XV-A-16. 

Boards  of  Directors 

One  of  the  special  characteristics  of  voluntary  homes  is  that 
they  are  commonly  governed  by  a volunteer  board  of  trustees  or 
directors.  The  AAHA  survey  indicated  that  a total  of  22,000  persons 
were  serving  as  volunteer  board  members  at  the  time  of  the  survey. 
A typical  AAHA  home  has  18  persons  on  the  governing  board,  with 
a range  of  as  few  as  three  and  as  many  as  100.  The  smallest  homes 
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TABLE  XV-A-16 

Outreach  Services  and  Number  of  AAHA  Homes  Offering  Them 


Outreach  Service 

Number  of 
Homes 

Percent 
of  Total 

Meals  on  Wheels 

202 

15% 

Religious  Services 

172 

13 

Information  and  Referral 

151 

11 

Recreational  Activities 

132 

10 

Physical  Therapy 

129 

10 

T ransportation/Escort 

95 

7 

Adult  Day  Care 

92 

7 

Congregate  Meals 

90 

7 

Counseling 

83 

6 

Occupational  Therapy 

61 

5 

Source:  American  Association  of  Homes  for  the  Aging  (1980). 


averaged  16  members  on  the  board,  and  the  largest  averaged  22 
board  members.  The  majority  of  boards  (86  percent)  met  at  least 
four  times  a year,  with  almost  one-third  of  the  boards  holding 
monthly  board  meetings. 

Many  voluntary  homes  have  established  resident  councils,  that  is, 
councils  composed  of  residents  of  the  home.  These  groups  allow 
residents  to  participate  in  the  decisions  that  affect  their  lives  and 
to  influence  the  homes’  administrations  and  philosophies.  The  AAHA 
survey  showed  that  69  percent  of  the  voluntary  homes  had  resident 
councils,  with  large  homes  more  likely  to  have  such  councils  than 
small  ones. 

Minority  Residents 

The  survey  also  collected  some  information  on  minority  residents 
living  in  the  homes.  In  total,  3 percent  of  the  residents  of  the  volun- 
tary homes  in  the  survey  were  members  of  an  ethnic  minority.  Of 
these,  black  residents  composed  2 percent.  The  balance  of  the 
minority  residents  were  Hispanic,  American  Indian,  or  Oriental 
American.  There  were  a few  homes  in  the  survey  where  at  least 
50  percent  of  the  residents  were  black  (10)  or  Hispanic  (4). 
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CHAPTER  XVI 


Models  of  the  Nursing  Home 

by  Hans  C.  Palmer  and  Ronald  J.  Vogel 


An  economic  model* 1  of  the  behavior  of  providers  of  nursing  home 
care  is  an  important  tool  in  understanding  such  behavior.  Here  we 
formulate  a simple,  heuristic  model  of  the  nursing  home.  Using  that 
model  as  a base,  we  will  analyze  the  behavior  of  other  types  of  pro- 
viders of  long-term  care.  Although  differences  exist  among  nursing 
homes  for  purposes  of  regulation  and  reimbursement,  this  exposition 
will  treat  them  all  as  a single  type  of  facility.  The  more  complex 
analytics  of  sets  of  presumably  differing  facilities  will  be  presented 
subsequently. 

Our  analysis  begins  with  the  assumption  that  the  nursing  home  is 
a profit-seeking,  imperfectly  competitive  firm,  offering  a specific  set 
of  services  to  clients  with  similar  levels  of  dependency.2  The  pro- 
duction of  varying  amounts  of  these  services  in  a given  facility  is 
subject  to  diminishing  relative  returns  in  the  short  run  and  is  charac- 
terized by  rising  average  costs  as  production  expands  in  the  long 
run.  In  other  words,  both  the  short-run  and  long-run  average  cost 
curves  are  U-shaped.  The  case  of  proprietary  facilities  selling  care 
to  so-called  private  pay  patients  (those  who  pay  for  care  out  of  their 
own  or  their  families’  pockets)  is  first  considered.  We  extend  the 
analysis  to  private  pay  care  in  non-profit  facilities  and  then  consider 
the  impacts  of  the  Medicaid  system  of  financing  care  on  the  behavior 
of  providers.  The  influence  of  private  and  Medicare  insurance  will 
follow,  and  the  exposition  will  end  with  the  problems  of  so-called 

The  authors  would  like  to  thank  Philip  G.  Cotterill,  William  J.  Lynk,  and 
Robert  L.  Seidman  for  their  critical  comments  on  a previous  draft  of  this 
chapter  that  was  presented  at  the  Annual  Meeting  of  the  Southern  Economic 
Association,  November  5-7,  1980. 

1 Economic  models  do  not  purport  to  be  exact  descriptions  of  reality. 
Rather,  they  represent  a manner  of  thinking  about  a real-world  phenomenon 
in  a precise  fashion.  Their  degree  of  abstraction  makes  them  more  or  less 
applicable  to  the  real-world,  but  more  often  than  not  they  yield  important 
insights  into  aspects  of  reality  and  provide  important  policy  direction.  (See 
Friedman,  1953,  pp.  3-47.) 

2 The  term  “imperfect  competition”  does  not  connote  a value  judgment 
which  implies  that  something  is  “wrong”  with  a market.  It  is  simply  economic 
terminology  for  a market  which  is  neither  perfectly  competitive  nor  perfectly 
monopolistic.  Firms  in  imperfectly  competitive  markets  are  often  termed 
“price  makers”  (that  is,  they  can  determine  or  influence  price  through  output 
decisions).  Firms  in  perfectly  competitive  markets  are  “price  takers;”  they 
take  the  price  as  given  by  the  market. 


537 


“subsidies”  by  private  pay  patients  to  recipient's  of  publicly  financed 
care  and  with  the  issue  of  “substandard”  care. 

For-Profit  Nursing  Homes 

Seventy  percent  of  the  nursing  homes  in  the  United  States  are 
profit-oriented,  proprietary  enterprises.  It  seems  safe  to  assume  that 
these  enterprises  seek  to  maximize  their  profits  and  thus  the  income 
and  wealth  of  their  owners.  (We  will  ignore  the  complications  intro- 
duced by  other  forms  of  maximizing  behavior  on  the  part  of  adminis- 
trators, managers,  etc.  We  will  also  ignore  the  effects  of  low 
occupancy  penalties  and  other  similar  regulations.) 

Figure  XVI-1  shows  the  demand  and  cost  situation  of  a profit 
maximizing  home  in  the  short  run.  We  will  assume  that  all  patients 
in  a given  home  and  in  a given  type  of  home  are  of  the  same  level 
of  disability  and  receive  the  same  type  of  care  and  volume  of  services 
(that  is,  the  product  is  homogeneous).  The  output  of  the  firm  (nursing 
home)  is  bed  days  per  year,  shown  as  Q on  the  horizontal  axis; 
price  (P)  and  average  total  costs  and  marginal  costs  ( ATC  and  MC) 
are  measured  on  the  vertical  axis,  as  is  marginal  revenue  (MR). 
Under  conventional  assumptions,  the  profit  maximizing  firm  would 
in  the  short  run  produce  at  point  £,  that  is,  where  marginal  revenue 
(MR)  equals  marginal  cost  (MC).  The  corresponding  quantity  would 
be  Oj  and  the  price  would  be  P,.  If  the  home  produced  more  bed 
days  than  Q,,  the  cost  of  an  additional  bed  day  (marginal  cost)  would 
be  greater  than  the  additional  revenue  from  that  additional  day 
(marginal  revenue),  thus  reducing  profit  (revenues  minus  costs). 
Since  marginal  cost  does  not  equal  price  (marginal  value  to  the 
consumers),  the  home  is  not  economically  efficient  at  the  margin. 
This  is,  of  course,  true  of  all  imperfectly  competitive  firms.  On  the 
other  hand,  if  the  home  produced  fewer  than  0,  days  of  care,  some 
profit  would  be  forgone,  since  up  to  output  0,,  MR  exceeds  MC. 
To  be  sure,  levels  of  output  other  than  Qj  would  not  necessarily  pro- 
duce losses,  but  profits  would  not  be  maximized.  A firm  may  actually 
end  up  generating  losses  if  its  total  costs  exceed  total  revenues, 
but  a loss-minimizing  strategy  would  dictate  the  same  MR  = MC 
type  of  behavior  to  the  proprietor(s)  of  the  nursing  home3  (unless 

3 It  should  be  noted  that,  in  the  long  run  and  without  legal  impediments, 
profit  rates  greater  than  those  in  other  lines  of  activity  in  the  economy  will 
attract  new  firms  and  resources  to  the  industry  (possibly  through  the  expan- 
sion of  existing  firms),  while  losses  will  drive  resources  and  (probably) 
firms  from  the  industry.  Note  also  that  Qx  is  not  necessarily  a least  cost 
level  of  output  for  a nursing  home  of  a fixed  bed  capacity,  given  the  absence 
of  perfect  competition.  Even  if  the  equilibrium  level  of  output  is  also  a least- 
cost  level  of  output,  price  will  exceed  average  and  marginal  cost,  and  the 
firm  will  be  economically  inefficient.  In  the  short  run,  firms  making  losses 
Will  produce  as  long  as  price  covers  average  variable  cost  (AVC,  not  shown). 
In  the  long  run,  losses  would  imply  closing  the  firm. 
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FIGURE  XVI-1 

Profit  Maximizing  Nursing  Home 
No  Price  Discrimination 
MR  = MC 


Price 
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revenues  do  not  cover  variable  costs,  in  which  case  the  firm  closes). 
In  this  situation,  if  we  assume  a single  set  of  demanders  (no  possi- 
bility of  splitting  the  market  based  on  differences  in  customers’ 
incomes,  tastes,  locations,  etc.),  at  output  the  firm  would  earn 
profits  denoted  by  the  area  P1BAC. 

If  underlying  conditions  were  to  change,  for  example,  because  of 
increased  labor  costs,  the  firm’s  cost  curves  would  move  upward, 
while  the  profit-maximizing  price  and  quantity  would  increase  and 
decrease,  respectively.  (This  assumes  no  changes  in  demand  con- 
ditions.) Conversely,  price  could  drop  and  quantity  increase  if  the 
firm  became  more  efficient  or  if  inputs  became  cheaper,  and  unit 
costs  dropped.  Shifts  in  the  demand  and  in  the  marginal  revenue 
curves  would  cause  similar  price  and  output  effects,  assuming  no 
changes  in  costs.  Upward  shifts  in  demand,  for  example,  because  of 
increases  in  household  incomes  or  the  numbers  of  dependent  aged 
in  the  home’s  “marketing  area”  could  cause  P and  0 to  increase;  the 
reverse  could  be  true  of  decreases  in  demand. 

Since  profit  maximizing  behavior  requires  the  equalizing  of  mar- 
ginal cost  and  marginal  revenue  by  the  firm,  the  ultimate  price  and 
quantity  effects  of  changes  in  demand  or  cost  will  depend  on  the 
shifts  in  demand  and  cost  curves  in  relation  to  each  other.  They  also 
hinge  on  changes  in  the  corresponding  marginal  revenue  and  cost 
curves  and  upon  resulting  shifts  in  their  equilibrium  intersections. 

Non-Profit  Nursing  Homes 

Various  organs  of  government,  as  well  as  a number  of  private 
organizations,  operate  nursing  homes  oriented  not  to  profit  but 
rather  to  the  maximization  of  some  other  magnitude,  for  example, 
quantity  of  service,  usually  at  some  previously  determined  “high” 
standard  of  quality.  Alternatively,  non-profit  firms  may  attempt  to 
provide  some  given  quantity  of  care  (for  example  to  the  members 
of  a given  ethnic,  income,  or  religious  group)  at  as  high  a level  of 
quality  as  possible,  within  budget  limits.  In  general,  it  is  assumed 
that  such  organizations  will  try  to  cover  all  operating,  if  not  capital, 
costs  or  that  they  will  try  to  operate  within  limits  set  either  by  external 
subsidies  or  by  their  internal  capacity  to  generate  contributions.  In 
the  case  of  nursing  homes,  the  conventional  wisdom  suggests  that 
the  main  objectives  are  maximum  quantity  of  care  of  a given  quality, 
provided  under  break-even  conditions.4 

Figure  XVI-2  presents  a picture  of  the  price  and  output  decisions 
of  a non-profit  facility  in  an  imperfectly  competitive  market.  (The 


4 See  Joseph  E.  Newhouse,  (1970)  for  a discussion  of  the  quantity-quality 
trade-offs  in  hospital  care.  Karen  Davis  (1972)  offers  a somewhat  more 
skeptical  view  of  the  behavior,  if  not  the  assumptions,  of  non-profit  care 
providers. 
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FIGURE  XVI-2 
Non-Prollt  Nursing  Home 
No  Price  Discrimination 
Possible  Subsidy 

(AR  = AC)  or  (AR  = MC)  or  (AR<  AC  or  MC) 

Price 
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notation  of  Figure  XVI-2  corresponds  to  that  of  Figure  XVI-1,  with 
which  it  is  to  be  compared.)  If  we  assume  a quantity-maximizing 
model  with  a given  quality  of  care,  and  costs  of  providing  care 
presumably  the  same  as  those  of  the  proprietary  home  of  Fig- 
ure XVI-1  (an  assumption  common  to  all  that  follows),  the  marginal 
cost-equals-marginal  revenue  imperative  no  longer  applies.  Instead, 
the  facility  will  choose  among  three  different  rules  for  the  determina- 
tion of  price  and  output. 

Rule  1:  An  entity  desiring  to  break  even  in  its  operations  would 
produce  at  point  A where  demand  or  average  revenue  equals 
average  cost,  and  total  revenue  equals  total  cost.5  The  non-profit 
firm  would  produce  Qj  bed  days  and  charge  price  Pu  whereas 
the  profit  maximizer  will  produce  Qp  at  a price  of  Pp,  that  is, 
MC  = MR.  Assuming  the  same  technology  and  type  and  quality  of 
care  as  in  the  proprietary  case,  the  non-profit  firm  will  offer  more 
care  at  a lower  price  than  will  proprietary  ones.  Such  a price- 
quantity  combination,  while  possibly  catering  to  the  non-profit 
home’s  goals,  would  not  be  socially  efficient,  since  bed-day  con- 
sumers value  the  marginal  unit  of  care  by  the  amount  QjA,  the 
price  they  pay,  while  production  of  the  marginal  unit  of  care  adds 
QjS  to  total  costs  (marginal  cost). 

Rule  2:  If  the  non-profit  facility’s  trustees  or  managers  wish  to 
offer  more  care  than  a proprietary  firm,  yet  wish  to  be  economically 
and  socially  efficient,  they  would  find  equilibrium  at  point  F,  cor- 
responding to  P2  and  Qo.  Although,  since  MC  (marginal  cost)  = AR 
(average  revenue  or  price),  this  point  may  be  economically  effi- 
cient in  equating  society’s  marginal  valuation  with  marginal  costs, 
it  may  yield  either  a “profit”  (net  return)  or  a loss  to  the  supposedly 
non-profit  institution.0  In  Figure  XVI-2,  the  facility  is  making  a 
profit  of  FG  per  unit  and  a total  profit  of  P2FGPX,  a situation  incon- 


5 If  the  facility  treats  capital  as  costless,  for  example,  because  of  charitable 
provision  and/or  because  capital  is  provided  through  fund-raising  campaigns 
conducted  by  volunteer  groups  at  no  cost  to  the  facility,  average  and  total 
revenues  may  have  to  only  cover  average  and  total  variable  costs.  If  capital 
has  a positive  cost,  the  non-profit  firm  may  continue  to  operate  in  the  short 
run,  provided  that  variable  costs  are  covered  by  revenues.  This  is  true  also 
for  the  proprietary  firm  following  a loss-minimizing  strategy.  In  both  cases, 
if  variable  costs  are  not  covered,  both  types  of  firms  may  shut  down  unless 
subsidized.  In  the  long  run,  if  both  types  of  firm  must  operate  under  break- 
even conditions,  then  losses  will  force  exit  of  resources  from  the  industry. 

0 Price  (P  = AR)  equals  consumers’  marginal  evaluation  of  the  product. 
Marginal  cost  (MC)  equals  the  additional  cost  to  society  of  generating  one 
more  unit  of  the  product.  Therefore,  when  P = (AR)  = MC,  society  is  effi- 
ciently balancing  marginal  resource  use  against  the  gain  in  value  from  having 
the  additional  product  produced  by  those  marginal  resources. 
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sistent  with  the  institution’s  own  goals,  unless  profit  is  to  be  used 
for  altruistic  purposes  in  the  future. 

Rule  3:  If  the  firm  wishes  to  practice  “altruistic”  pricing,  possibly 
to  encourage  consumption  of  its  care  by  especially  needy  groups, 
it  might  choose  a P3  price  and  Q3  quantity.  Such  a price-quantity 
combination,  would,  however,  produce  losses  and  require  a sub- 
sidy equal  to  CD  per  day  just  to  break  even.  Also,  03  would 
represent  an  inefficient  short-run  position,  since  the  marginal 
valuation  placed  on  care  (its  price)  is  less  than  its  marginal  cost. 

Medicaid  Demand 

At  this  point  we  expand  the  analysis  to  consider  the  effects  of 
governmental  assistance  in  gaining  access  to  care,  presumably  of 
requisite  quality.  In  the  United  States,  this  assistance  is  largely 
provided  via  financial  support  rather  than  through  government  deliv- 
ery of  services.  Medicaid,  a system  of  Federally  matched,  State 
payments,  is  the  most  important  vehicle  for  such  financial  support. 
To  the  facility  providing  care  for  Medicaid-eligible  beneficiaries,  the 
Medicaid-financed  demand  appears  as  a horizontal  demand  function 
at  a price  equal  to  the  so-called  reimbursement  rate,  the  price  which 
the  government  says  it  is  willing  to  pay  for  care. 

Figure  XVI-3  shows  the  short-run,  profit  maximizing  situation  for  a 
proprietary  nursing  home  “selling”  care  to  the  government  as  the 
payer  for  users  of  care.  This  facility  has  no  private  pay  patients. 
Again,  the  profit-maximizing  equilibrium  occurs  where  marginal  rev- 
enue {MR)  equals  marginal  cost  {MC).  Note,  however,  that  in  this 
case  the  demand  curve  is  horizontal,  not  negatively  sloped,  and  that 
marginal  revenue  equals  price  over  the  relevant  range  of  outputs.7 
(That  range  would  be  determined  either  by  the  capacity  of  the  facility 
or  by  the  willingness  of  the  government  to  buy  care  from  that  facility, 
arguably  an  amount  of  care  greater  than  bed  capacity.)  Under  these 
circumstances,  the  facility  in  the  short  run  would  provide  QM  bed 
days  of  care  at  the  Medicaid  rate,  R.  If  the  rate  covers  average  total 
costs,  the  facility  is  in  long-run,  as  well  as  short-run,  equilibrium; 
if  the  rate  exceeds  AC,  there  are  profits,  perhaps  inducing  entry  to 
this  facility’s  market  area,  possibly  forcing  up  costs  because  of  com- 
petition for  inputs.  If  the  rate  falls  below  costs,  the  home  may  close 
in  the  short  run  if  average  variable  costs  ( AVC , not  shown)  are  not 
covered  and  in  the  long  run  if  average  total  costs  are  not  covered. 

The  analysis  is  much  the  same  for  the  non-profit  firm  selling  care 
only  to  the  government  for  Medicaid  beneficiaries.  In  this  instance, 


7 The  demand  curve  is  not  that  of  the  user  of  care  but  rather  is  that  of  the 
payer  who  is  ready  to  pay  for  a limited  or  unlimited  amount  of  care  at  the 
rate  (price)  R. 
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Proprietary  or  Non-Protit  Homes 
Selling  Care  to  the  Government 
at  a Fixed  Reimbursement  Rate 


544 


if  the  non-profit  facility  seeks  to  cover  costs  (Rule  1),  and  if  the  MC 
equals  R,  the  intersection  is  at  the  same  point  as  the  minimum  of 
the  ATC  (or  the  AVC)  with  AC2,  and  the  proprietary  and  the  non-profit 
firms  will  produce  the  same  quantity  of  care.  Otherwise,  the  non- 
profit facility  will  produce  care  up  to  the  point  where  the  rate  equals 
cost,  that  is,  at  Qv,  as  with  cost  curve  AC (This  will  be  the  AVC  in 
the  short-run,  ATC  in  the  long.) 

Under  these  conditions,  if  both  types  of  firms  have  cost  curve 
AC2,  the  non-profit  will  produce  more  bed  days  of  care  than  will  the 
proprietary  one  at  a given  reimbursement  rate,  Qx  versus  QM.  With 
AC3,  the  position  of  the  equilibrium  for  the  non-profit  firm  is  essen- 
tially indeterminate  unless  some  subsidy  rule  is  specified,  unless  the 
facility  strives  for  lowest  average  costs,  or  unless  some  other  external 
rule  is  given. 

Private  Demand  Plus  Medicaid  Demand 

Most  actual  nursing  homes  cater  to  private  pay  clients  and  to 
public  pay  clients.  Indeed,  much  evidence  shows  that  many  private 
pay  patients  become  Medicaid  eligible  as  they  “spend-down”  their 
assets  to  the  requisite  indigency  levels.  Under  these  circumstances, 
where  the  private  pay  market  will  adjust  quantity  demanded  to  price 
charged  and  where  the  public  price  is  fixed,  the  provider  faces  two 
demand  curves,  each  with  a different  elasticity.  In  such  cases,  we 
would  expect  the  provider  to  adjust  prices  and  quantities  produced 
to  maximize  profits  for  the  proprietary  firm  and  presumably,  quantity 
of  service  (or  some  other  magnitude)  for  the  non-profit  facility. 

Figure  XVI-4  shows  the  situation  of  a proprietary  facility  facing  a 
combined  private  pay  and  Medicaid  market.8  Actually,  the  facility 
is  facing  two  markets  simultaneously  and  will  simultaneously  seek 
to  determine  gross  output,  the  allocation  of  that  output  between 
markets,  and  the  price  to  be  charged  to  the  private  pay  patients.  It 
should  be  stressed  that  this  set  of  decisions  develops  together  and 
not  in  sequence  and  that  the  decisions  emerge  jointly  as  a result  of 
the  firm’s  desire  to  maximize  profit.  In  Figure  XVI-4,  the  curves 
labeled  Dp  and  MRP,  respectively,  refer  to  the  private  pay  market. 
The  horizontal  line,  Dmd  = AR MD  = MRJID,  is  the  demand  and  mar- 
ginal revenue  curve  for  Medicaid  bed  days.  The  line  is  at  the  level  of 
reimbursement  rate,  R,  set  by  the  Medicaid  authorities  in  the  State 
in  which  the  facility  operates.  This,  in  effect,  is  the  price  per  bed  day 
which  those  authorities  will  pay.  The  quantity  QzQn  represents  the 


8 This  exposition  follows  that  of  Sloan,  Cromwell,  and  Mitchell  (1978); 
Scanlon  (1978);  Bishop  (1979);  Yett  et  al  (1980);  and  Scanlon  (1980),  although 
our  geometric  exposition  more  explicitly  combines  demand  and  marginal 
revenue  consideratoins.  We  are  indebted  to  Philip  Cotterill  for  significant 
clarifications  of  this  model  and  of  the  subsidization  argument  following. 
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FIGURE  XVI-4 

Private  Demand  Plus  Medicaid  Demand 
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Q (Bed  Days) 


total  number  of  Medicaid  eligibles  in  this  nursing  home’s  “marketing 
area.”9  If  the  spend-down  phenomenon  occurs,  the  number  of 
eligibies  may  increase  regardless  of  State  policy  in  the  short  run. 
In  that  case,  the  State  may  have  to  increase  its  Medicaid  budget 
allocations,  and/or  reduce  the  reimbursement  rate,  and/or  tighten 
the  eligibility  rules. 

In  Figure  XVI-4,  the  demand  and  marginal  revenue  curves  for 
private  pay  and  Medicaid  bed  days  are  summed  horizontally.  With 
the  horizontal  summation,  the  revenue  curves  assume  shapes  dif- 
ferent from  those  in  either  the  pure  private  pay  or  pure  Medicaid 
cases,  in  effect  showing  the  combination  of  the  two  markets.  As 
perceived  by  the  supplier,  the  demand  curve  in  this  combined  market 
is  traced  out  by  the  line  DpLZMNDp+md.  It  thus  appears  to  be  dis- 
continuous for  the  vertical  distances  LZ  and  MN.10 

In  effect,  the  NDp+md  portion  of  the  private  demand  curve  is 
shifted  by  the  insertion  of  the  Medicaid  demand  curve  which  expands 
the  total  market  for  the  nursing  home.  The  marginal  revenue  curve 
becomes  the  line  KZMS  because  the  ZS  portion  of  the  original 
marginal  revenue  curve  is  displaced.  The  horizontal  portion  of  the 
new  marginal  revenue  curve  reflects  the  coincidence  of  the  demand 
and  marginal  revenue  functions  over  the  range  QyQM  because  of  a 
fixed  level  of  reimbursement  by  Medicaid. 

In  this  situation,  the  average  revenue  curve  is  no  longer  the 
demand  curve  but  lies  above  and  to  the  right  of  the  latter,  reflecting 
the  combined  effects  of  private  pay  prices  and  the  fixed  level  reim- 
bursement rate.  The  new  AR  curve  would  approach  the  fixed  reim- 
bursement rate  as  Medicaid  patients  became  a larger  portion  of  the 
total  patient  load  for  the  given  facility.  If,  however,  the  total  amount 
of  Medicaid  bed  days  is  fixed  by  public  policy,  the  AR  curve  would 
begin  to  fall  below  the  reimbursement  rate  as  total  output  exceeds 
Qm.  This  last  situation  is  considered  in  the  following  discussion  of 
marginal  cost  curves  intersecting  marginal  revenue  to  the  right  of  Q.u. 

Again,  the  profit-maximizing  rule  of  marginal  cost  equals  marginal 
revenue  determines  the  equilibrium  level  of  output.  In  this  combined 
case,  however,  the  complex  marginal  revenue  curve  embodies  the 
separate  marginal  revenue  curves  from  the  two  sub-markets.  In 
determining  the  equilibrium,  therefore,  we  must  consider  the  position 


9 Eligibility  is  a function  of  income  and  asset  position.  It  varies  by  State. 
Eligibility  rules  usually  do  not  allow  patients  to  divest  themselves  of  assets 
by  gift  to  become  eligible. 

10  Note  that  in  the  absence  of  the  Medicaid  reimbursement  system,  the 
demand  curve  would  appear  as  that  in  Figure  XVI— 1 . It  is  only  because  of 
the  peculiar  conditions  of  the  joint  market  that  the  demand  function  appears 
discontinuous.  The  reasons  for  the  discontinuity  are  found  in  the  equal  mar- 
ginal revenue  conditions  discussed  subsequently. 
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of  the  relevant  marginal  cost  curve  in  relation  to  the  relevant  portions 
of  the  complex  marginal  revenue  curve. 

If  the  cost  situation  of  the  proprietary  firm  can  be  described  by 
MC1  in  Figure  XVI-5,  the  profit-maximizing  home  will  not  participate 
in  the  Medicaid  market  at  all  (assuming  no  legal  mandates  to  do 
so.)  In  this  case,  private  patients  will  absorb  all  the  bed  days  of 
output,  Qv  for  each  unit  of  which  they  will  pay  price  Pv 

If  the  home’s  cost  curve  is  MC2,  both  Medicaid  and  private  pay 
patients  will  be  served.11  In  this  situation  the  firm  (home)  faces  two 
different  markets  with  differing  price  elasticities  and  can  engage  in 
price  discrimination  in  pursuit  of  profit  maximization.12  Because 
the  State  sets  R,  the  Medicaid  reimbursement  rate,  the  home  be- 
comes a price  taker  for  Medicaid  patients;  yet  it  remains  a price 
maker  for  private  pay  patients.  Following  the  conventionally  assumed 
behavior  for  price  discriminators,  the  home  will  want  to  equalize  the 
level  of  marginal  revenue  (and  of  marginal  cost)  in  the  two  markets. 
Otherwise  it  could  increase  total  revenue,  hence  profits,  by  shifting 
sales  from  the  low  to  the  high  marginal  revenue  market.  This 
behavior  follows  line  R,  which  coincides  with  the  rate  (public  price) 
line  and  thus  with  the  demand  curve  and  the  marginal  revenue  curve 
over  the  range  QZQM-  In  this  range  the  firm  will  seek  to  produce  02 
units  of  care,  allocating  OQz  to  the  private  pay  market  and  QZQ2  to 
the  Medicaid  market.  The  price  received  in  the  Medicaid  market 
will  be  R per  bed  day;  in  the  private  pay  market  it  will  be  Pz. 

The  case  of  marginal  costs  intersecting  marginal  revenues  to  the 
right  of  QM  in  Figure  XVI-5  can  be  divided  into  two  other  cases:  one 
in  which  the  intersection  yields  a private  price  higher  than  the 
Medicaid  rate  and  one  lower.  Both  share  the  characteristic  that  the 
equal  marginal  revenue  principle  cannot  be  applied  across  the  two 
markets  (private  pay  and  Medicaid),  mainly  since  the  proprietor 
cannot  reallocate  output  to  the  Medicaid  market  (the  one  with  the 
higher  marginal  revenue)  because  of  the  State-imposed  limits  on 
Medicaid  expenditure.  If  the  marginal  cost  curve  intersects  the 
marginal  revenue  curve  over  the  QM  to  Qw  range  of  outputs,  the 
private  pay  price  will  still  exceed  the  Medicaid  reimbursement  rate. 
In  this  circumstance,  the  total  output  will  be,  for  example,  OQ3,  of 
which  OQz  + QVQ3  will  go  to  private  pay  and  QZQM  will  go  to 


11  The  marginal  cost  curves  are  those  for  operators  with  different  produc- 
tive capacities. 

12  The  term  price  discrimination  refers  to  charging  two  (or  more)  different 
prices  for  the  same  good  in  two  different  markets.  It  is  practiced  because 
profit  can  be  increased  by  charging  buyers  in  the  less  elastic  market  a higher 
price  than  that  paid  by  buyers  in  a market  with  higher  demand  elasticity. 
It  can  persist  only  when  the  buyers  in  the  two  markets  cannot  trade  the 
commodity  with  each  other  but  must  buy  from  the  seller.  For  a formal  dis- 
cussion, see  Ferguson  and  Maurice  (1978),  pp.  358-366. 
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FIGURE  XVI-5 

Alternative  Equilibria,  Private  Pay  and  Medicaid  Reimbursement,  Proprietary  Home 
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Q (Bed  Days) 


Medicaid.  The  private  pay  price  will  be  P3,  greater  than  the  Medicaid 
rate,  R.  If  the  MC  = MR  intersection  lies  to  the  right  of  Q17,  for 
example,  at  Q4  (corresponding  to  MC4),  OQz  + QMQ4  will  go  to 
private  pay  and,  again,  QZQU  to  Medicaid. 

Note  that  with  an  MC3  type  of  curve,  one  could  argue  that,  in  the 
short  run,  private  pay  patients  are  subsidizing  Medicaid  patients. 
With  an  MC4  type  of  curve,  that  is,  one  that  intersects  MR  to  the 
right  of  Qir,  the  private  patients  are  arguably  being  subsidized  by 
Medicaid  in  the  short  run.13  To  restate  an  earlier  position,  in  neither 
the  MC3  nor  the  MC4  case  is  the  firm  operating  at  maximum  profit  or 
social  efficiency,  inasmuch  as  marginal  revenues  cannot  be  equated 
in  all  markets. 

The  region  to  the  right  of  output  is  also  interesting  because  of 
its  policy  implications  in  a financially  constrained  environment. 
Conventionally,  one  assumes  that  the  private  pay  price  will  always 
exceed  the  Medicaid  rate,  usually  because  of  the  historically  rapid 
growth  of  the  demand  for  nursing  home  beds,  itself  associated  with 
the  emergence  of  the  Medicare-Medicaid  system.  It  is,  however, 
conceivable  that  a combination  of  increasing  scale  of  enterprise  and 
related  falling  cost  curves  could  dictate  an  output  level  to  the  right 
of  Q^.  If  the  public  authorities  constrain  total  Medicaid  budgets 
(because  of  taxpayer  pressure),  and  yet  must  keep  reimbursement 
rates  around  R (because  of  proprietor,  professional,  and  political 
pressure),  the  potential  for  a Medicaid-subsidized  system  becomes 
very  real  indeed.  The  implications  for  the  inconsistency  between  the 
intended  and  actual  results  of  a public  program  of  financial  provision 
for  nursing  homes  are  complex  and  troublesome. 

Non-Profit  Providers  and  the  Medicaid  Market 

Not  surprisingly,  public  payment  systems  complicate  the  theo- 
retical models  of  behavior  for  the  non-profit  providers  just  as  for  the 
profit-oriented  firms.  The  picture  is  even  more  complex  because  of 
the  multiplicity  of  non-profit  pricing  and  output  “rules”  as  noted 
above. 

Figure  XVI-6  shows  a set  of  possible  alternative  equilibria  for  a 
non-profit  home  seeking  to  maximize  output  (Rule  1).  Because 
Rule  1 aims  at  equalizing  average  costs  and  revenues,  it  is  necessary 
to  construct  an  average  revenue  curve  (AR)  which  differs  from  the 


13  The  concept  of  a subsidy  will  be  developed  later  in  this  chapter.  In 
particular,  one  should  note  that  in  the  long  run  the  subsidy  may  run  to  the 
higher  priced  market  from  the  lower  priced  market,  since  the  larger  market 
may  be  needed  to  allow  economies  of  scale,  possibly  associated  with  lower 
costs  of  production. 
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FIGURE  XVI-6 

Alternative  Equilibria  for  Non-Profit  Facilities,  Combined  Private  Pay  and  Medicaid 
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demand  curve,  reflecting  the  combination  of  the  fixed  Medicaid 
rate  and  the  private  pay  price  for  output  above  Qz.14 

Note  that  the  average  revenue  curve,  as  distinct  from  the  demand 
curve,  begins  at  the  point  of  the  first  discontinuity  of  the  demand 
curve,  intersecting  the  R line  at  the  point  where  the  displaced  portion 
of  the  demand  curve  also  cuts  the  R line  (point  W),  that  is,  where 
P = R.15  Also  note  that  the  level  of  the  Medicaid  rate,  R,  determines 
that  position  of  the  average  revenue  curve,  just  as  it  determines  the 
level  of  private  output  and  price  because  of  the  equal  marginal 
principle.16 

Consideration  of  the  various  marginal  and  average  cost  curves  in 
Figure  XVI-6  produces  some  provocative  speculations  with  important 
policy  implications.  For  example,  if  the  relevant  marginal  revenue 
curve  is  MCls  corresponding  to  AClt  it  appears  that  a proprietary 
firm  would  not  accept  Medicaid  patients  [MC  intersects  MR  to  the 
left  of  LQZ),  but  that  an  output  maximizing,  non-profit  home  might  do 
so  if  its  average  cost  curve  intersected  its  average  revenue  curve  in 
the  appropriate  region,  namely,  to  the  right  of  line  LQZ.  For  the 
proprietary  firm,  total  output  equals  OQa,  all  sold  at  Pv  in  the 
private  market.  For  the  non-profit  firm  (with  the  same  cost  curves), 
total  output  is  OQ4;  OQz  goes  to  private  pay  at  price  Pz,  and  QzQa 
goes  to  Medicaid  users  at  rate  R.  Of  course,  again,  a non-profit 
firm  would  not  be  economically  efficient,  in  the  sense  of  MC  = 
price.  The  private  pay  price,  Pz,  charged  by  the  non-profit  firm, 
would  be  lower  than  that  of  the  proprietary  firm  (assuming  the  same 
private  market  for  both  types  of  facilities),  and  the  “average”  price 
would  be  lower  because  of  a greater  number  of  Medicaid  patients. 


14  As  noted  earlier,  the  average  revenue  curve  can  be  derived  for  the 
proprietary  facility  as  well  as  the  non-profit  ones;  however,  since  the  proprie- 
taries make  their  decisions  on  the  basis  of  MR  = MC,  the  average  revenue 
curve  is  irrelevant  in  the  short  run.  In  the  long  run,  average  revenue  must 
cover  cost  if  the  proprietary  home  is  to  avoid  losses  and  not  go  out  of  busi- 
ness. See  Scanlon  (1978)  p.  157ff,  for  a discussion  of  average  revenue 
defined  in  this  way. 

15  Algebraically,  AR  is  the  arithmetic  average  of  the  Medicaid  rate  and  the 
private  pay  rate,  calculated  by  summing  the  total  days  of  care  at  the  private 
rate  and  the  total  days  of  care  at  the  Medicaid  rate  and  dividing  the  grand 
total  by  the  number  of  days  provided  to  both  categories  of  patients.  Since, 
with  a given  Medicaid  rate,  there  would  be  no  Medicaid  days  of  care  provided 
before  point  Z (corresponding  to  Qz),  thd  average  revenue  curve  would 
coincide  with  the  demand  curve  between  the  origin,  O,  and  Qz.  At  point  W, 
the  Medicaid  rate  and  the  private  pay  price  (shown  by  the  Dp  + md  private  pay 
demand  curve)  would  coincide;  beyond  IV,  the  Medicaid  rate,  lies  above 
the  private  pay  price,  and  the  AR  curve  lies  below  R. 

16  For  a non-profit,  output-maximizing  home,  the  maximization  of  output 
requires  that  average  cost  equal  average  revenue  and  that  the  marginal 
revenue  from  the  private  pay  patients  be  at  the  same  level  as  that  for 
Medicaid  patients. 
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In  effect,  the  non-profit  firm  is  using  profit  (excess  of  revenue  over 
cost)  from  the  private  pay  to  subsidize  the  expansion  of  Medicaid 
care. 

If  the  relevant  curves  are  MC2  and  AC2,  the  non-profit  home  will 
provide  OQB  of  care  versus  OQx  for  the  proprietary  one.  In  this 
instance,  the  private  pay  price  would  be  the  same,  Pz,  for  the  two 
types  of  providers,  but  average  revenue  again  would  be  lower, 
reflecting  the  larger  share  and  absolute  amount  of  Medicaid  care, 
than  would  be  true  with  profit-oriented  provision. 

The  region  to  the  right  of  the  line  NQ3I  presents  something  of  a 
conundrum  for  the  non-profit  facility.  If  the  profit-maximizing  rule  is 
followed,  with  MCS  and  AC3,  the  MC  = MR  rule  implies  an  equi- 
librium output  of  OQ3,  with  a private  pay  price  of  P3-  In  that  case, 
private  pay  patients  could  “subsidize”  Medicaid  patients  (again,  the 
meaning  of  “subsidy”  will  be  subsequently  developed).  With  the 
non-profit  output-maximizer,  the  equilibrium  level  of  output  is  OQc, 
with  QzQm  allocated  to  Medicaid  and  ( OQz  + QMQC)  to  private  pay. 
In  this  circumstance,  the  private  pay  price  is  P'3,  below  the  Medicaid 
rate.  This  implies  a subsidy  from  Medicaid  patients  to  private  pay, 
an  uncommon  outcome  for  presumably  altruistic  facilities  whose 
Medicaid  population  is  their  most  dependent. 

If  the  MC4  and  AC4  curves  apply,  the  degree  of  Medicaid  subsidy 
to  the  private  payers  is  even  greater.  Again,  the  policy  implications 
vary  somewhat  from  the  expected. 

Medicare  Demand  and  Private  Demand 

At  this  point,  we  further  expand  the  analysis  to  consider  the  effects 
of  the  Medicare  program.  We  do  so  only  briefly,  however,  because 
the  analysis  of  the  model  for  the  Medicare  case  is  not  unlike  that 
for  Medicaid.  The  following  analysis  uses  comparative  statics. 

The  Medicare  program  provides  nursing  home  care  for  up  to  100 
days,  after  at  least  a three  day  stay  in  a short-stay  hospital. 
Figure  XVI-7  depicts  the  aggregate  demand  curve  ( DMEDME ) for 
Medicare  bed  days  by  consumers  and  the  conditions  under  which 
the  Medicare  entitlement  might  be  exercised.17  During  time  T0 
(0-20  days),  no  copayment  is  required  on  the  part  of  the  consumer, 
and,  if  enough  beds  were  available,  QZQ0  bed  days  would  be  con- 
sumed. For  the  next  time  period,  T4  (21-100)  days,  the  consumer 

17  We  have  chosen  this  form  of  exposition  for  the  sake  of  simplicity.  The 
number  of  stays  of  x length  demanded  is  a function  of  the  number  of  persons 
willing  to  pay  copayment  for  x days  and  the  persons  eligible  for  x days.  It 
could  be  that  patient  demand  is  inelastic,  given  the  severity  of  condition. 
Scanlon  believes  that  coverage  decisions  probably  play  the  major  role  in 
affecting  the  number  of  days  demanded.  Also,  for  the  sake  of  simplicity  in 
this  exposition,  we  assume  that  all  Medicare  patients  are  homogeneous  and 
have  similar  consumption  histories. 
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FIGURE  XVI-7 

The  Medicare  Demand  Function  for  Bed  Days,  Consumers 


T0  ( 0-20  days): 
T1  ( 21-100  days): 
T2  (101+ days): 

T3  ( 21  + n days): 


QZQ0— no  payment  on  the  patt  of  the  consumer 
QzQt—  $22.50  per  day  copayment  by  consumer 
QzQ2— full  payment  by  consumer 
QZQ0— arrival  at  Medicaid  "spenddown" 
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must  presently  pay  a fixed  daily  copayment  ($22.50  per  day  in 
1980). 18  Given  the  aggregate  demand  curve,  patients  would  consume 
QzQi  bed  days.  In  the  following  time  period,  T2  (101  +)  days, 
Medicare  coverage  ceases,  and  the  individual  consumer  must  pay 
the  full  cost  of  a bed  day  if  he/she  remains  in  a nursing  home.  On 
the  aggregate  demand  curve,  quantity  QZQ2  of  bed  days  would  be 
consumed.  Finally,  T3  (21  + n)  days  denotes  the  arrival  at  the 
so-called  “Medicaid  spend-down,”  that  point  at  which  the  patient 
becomes  medically  indigent  and  qualifies  for  Medicaid  coverage. 
Given  the  shape,  slope,  and  height  of  the  aggregate  demand  curve, 
QzQo  bed  days  would  be  consumed,  if  available.  Note  that  70  and  T3 
are  analytically  similar  in  that  in  these  two  situations,  the  consumer 
faces  a zero  price. 

Figure  XVI-8  shows  the  comparative  statics  of  T0  through  T3,  as 
perceived  by  the  nursing  home  firm.19  At  70  and  Tx,  just  as  was  the 
case  for  Medicaid,  the  Medicare-financed  demand  ( DME ) appears 
as  a horizontal  demand  function  at  a price  equal  to  the  Medicare 
reimbursement  rate,  R,  which  is  the  price  that  the  Federal  govern- 
ment is  willing  to  pay  for  Medicare  patients.20 

As  with  the  private  demand-Medicaid  demand  analysis,  we  can  use 
similar  reasoning  for  the  private  demand-Medicare  demand  analysis. 
From  Figure  XVI-7,  QZQ0  in  Figure  XVI-8  represents  the  amount  of 
Medicare  bed  days  demanded  at  a zero  price  to  the  consumer,  and 
OQzO0Q  represents  private  demand.  The  analysis  for  price  and 
output  determination  parallels  that  of  the  Medicaid  cases  presented 
previously.  Tx  only  differs  in  that  the  pool  of  Medicare  eligibles 
(QzOx)  to  the  nursing  home  is  now  smaller,  because  of  the  co- 
payment provision.21 


18  The  nursing  home  copayment  has  now  been  pegged  to  one-eighth  the 
average  daily  charge  in  a short-stay  hospital. 

19  Again,  for  the  sake  of  simplicity  of  exposition,  we  assume  that  all  Medi- 
care patients  are  uniform  and  move  uniformly  through  consumption  periods 
T0,  Ti,  T2  or  To.  A more  realistic  portrayal  would  have  the  firm  considering 
the  admission  of  patients  with  differing  propensities  to  stay  or  leave,  to  go 
on  Medicaid,  or  remain  private-pay  after  Medicare  benefits  have  been  ex- 
hausted. The  firm’s  own  policies  about  admission  selection,  discharge,  and 
acceptance  of  Medicaid,  as  well  as  private  price,  affect  the  progression  of 
patients  through  the  different  consumption  states.  The  firm’s  expected  mar- 
ginal revenue  is  also  affected  by  the  progression.  This  whole  set  of  issues 
is  presently  being  modeled  by  Christine  Bishop  and  Thomas  Willemain,  using 
expected  revenues  under  different  provider  strategies. 

20  R is  the  same  in  both  T„  and  Ti  because  the  nursing  home  receives  R in 
To  and  ( R - CP)  + CP  in  Ti,  where  CP  is  the  co-payment,  paid  by  the  con- 
sumer and  not  by  the  government. 

21  Some  of  the  previous  Medicare  demanders  have  dropped  out  of  the 
market. 
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FIGURE  XVI-8 

The  Demand  Function  for  Medicare  Bed  Days,  Perceived  by  Firm 
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TABLE  XVI-1 

The  For-Profit  Firm  Price  and  Output 

Pricing  Rule 

Marginal  Revenue  = Marginal  Cost 


MCX 

mc2 

mc3 

mc4 

(1)  Price  to  Private 
Patients 

Pi 

Pz 

Ps 

p4 

(2)  Quantity  to  Private 
Patients 

Qi 

QQZ 

OQz  + QmQ  3 

OQz  + QmQ4 

(3)  Price  from  Medicaid 
Patients 

None 

R 

R 

R 

(4)  Quantity  to  Medicaid 
Patients 

None 

qzq2 

QzQm 

QzQm 

(5)  Price  from  Medicare 
Patients  (0-100  days) 

None 

R 

R 

R 

(6)  Quantity  to  Medicare 
Patients  (0-100  days) 

None 

QzQ2 

QzQm 

QzQm 

Again,  the  previous  analysis  for  Medicaid  price  and  output 
determination  is  applicable  here.  By  T2,  the  government  has  stepped 
out  of  the  picture  completely  and  the  demand  function  faced  by  the 
firm  is  the  familiar  down-sloping  one.  In  panel  T2  of  Figure  XVI-8, 
we  have  summed  the  private  and  previous  Medicare  patients’ 
demand  curves  horizontally  to  arrive  at  demand  curve  DP+ME,  with 
its  attendant  marginal  revenue  curve  MRP+iIE.  In  this  case,  the 
price  and  output  decision  would  be  similar  to  those  for  Figures 
XVI-1  and  XVI-2.  Finally,  T3  becomes  the  Medicaid  case  because  of 
the  spend-down,  and  price  and  output  are  determined  exactly  as  in 
Figures  XVI-5  and  XVI-6. 

In  the  previous  pages  we  have  arrived  at  a multiplicity  of  possible 
pricing  and  output  determinations.  Basically,  these  determinations 
depend  upon  whether  the  provider  of  long-term  care  is  a for-profit 
or  non-profit  firm.  But  they  also  depend  upon  the  payment  source, 
whether  that  be  private,  Medicaid,  or  Medicare,  and  the  shape  and 
position  of  the  relevant  cost  curves.  Tables  XVI-1  and  XVI-2  give 
a systematic  presentation  of  all  of  the  cases  considered  thus  far 
in  this  chapter. 
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The  Non-Profit  Firm  Price  and  Output 

Pricing  Rule 

Average  Revenue  = Average  Cost 
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Subsidies 

Much  of  the  professional  and  policy  literature  on  nursing  homes 
refers  to  processes  of  subsidization.  Much  of  this  literature,  however, 
fails  to  define  subsidy  in  a technical  sense.  In  addition,  many  of  the 
definitions  differ  from  each  other;  yet  the  differences  are  often 
inadequately  understood  by  the  users.  In  some  cases,  a subsidy 
presumably  arises  when  two  groups  of  consumers  pay  different 
prices  for  the  same  commodity,  as  in  the  nursing  home  serving  both 
private  pay  and  Medicaid  beneficiaries.  Arguably,  there  is  some 
type  of  income  or  wealth  transfer  from  the  high  price  payers  to  the 
low  price  payers,  probably  because  it  is  believed  that  the  service 
would  not  be  provided  to  the  low  price  users  without  the  resource 
transfers  from  the  high  price  users. 

In  yet  other  approaches,  subsidies  are  said  to  arise  from  econo- 
mies of  scale  realizable  through  access  to  the  large,  low  price, 
presumably  publicly  financed  segment  of  the  market.  Furthermore, 
if  the  assumption  of  a uniform  quality  of  care  for  all  patients  is 
relaxed,  some  analysts  argue  that  low  cost  patients  are  subsidizing 
high  cost  patients,  even  though  both  may  be  paying  the  same  price 
for  care.  The  concept  of  subsidization  also  is  extended  to  the 
possibility  that  the  existence  of  a large  publicly  financed  sector 
allows  proprietors  to  offer  private  pay  patients  a wider  and  richer 
set  of  amenities  than  would  otherwise  be  possible,  thus  enhancing 
their  attractiveness  to  private  pay  clients.22 

Of  course,  all  of  these  subsidy  definitions  relate  to  what,  using 
Grimaldi’s  term,  can  be  called  internal  subsidies,  that  is,  the 
transfer  of  resources  or  entitlements  from  one  group  of  users  to 
another.  They  do  not  refer  to  the  basic  external  subsidization 
process,  namely,  public  payments  of  charges  or  private  charitable 
provision,  nor  do  they  refer  to  altruistic  transfers  from  the  operators 
of  facilities  to  their  patients/clients,  for  example,  the  forgoing  of 
certain  amounts  of  profit  or  the  acceptance  of  low  wages  by 
volunteers. 

Consider  first  the  arguments  about  alleged  internal  subsidization 
of  one  group  of  patients  by  another  arising  from  a two-price  dis- 
criminatory pricing  policy  on  the  part  of  the  facility.  Most  arguments 
focus  on  private  pay  and  Medicaid  patients,  the  latter  presumably 
being  subsidized  by  the  former.  Figure  XVI-9  illustrates  this  type  of 
subsidy  situation.  Take  the  case  of  a proprietary  home  for  which  the 
MC  = MR  equilibrium  level  of  output  is  QE  and  which  has  cost  curves 
MC2,  AVC2  (not  shown),  and  ATC2,  VC  and  TC  referring  to  variable 
and  total  costs,  respectively.  The  Medicaid  rate  is  Rlt  which  at  QE 


22  These  and  other  approaches  to  the  concept  of  subsidy  can  be  found  in 
Scanlon  (1978),  Bishop  (1979),  Fraundorf  (1977),  and  Grimaldi  (1978). 
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FIGURE  XVI-9 

Proprietary  Facility  Experiencing  Losses  on  Medicaid  Provision 
and  Profits  on  Private  Pay 
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falls  below  the  level  of  average  total  cost.  On  the  Medicaid  patients, 
the  home  “loses”  an  amount  TE  per  patient,  totaling  to  HTEZ  on  all 
Medicaid  patients  served.  For  the  private  pay  patients,  however,  the 
price  Pz  exceeds  average  cost  by  the  amount  LH,  yielding  a “profit” 
equal  to  PZLHJ.  According  to  the  usual  analysis,  this  profit  offsets 
the  Medicaid  losses,  thus,  in  effect,  permitting  the  home  to  continue 
in  the  Medicaid  program.  Without  the  private  profit,  the  Medicaid 
patients  supposedly  would  not  be  served  at  all,  at  least  not  by  this 
facility.  Recall  that  both  types  of  patients  receive  care  of  equal 
quality. 

Some  analysts  have  argued  that,  in  the  short  run  at  least,  the 
existence  of  a surplus  on  private  pay  and  the  subsidization  of 
Medicaid  patients  is  unneeded  as  long  as  the  Medicaid  rate  covers 
average  variable  costs  at  the  equilibrium  level  of  output.  All  variable 
costs  would  thus  be  covered,  and  some  part  of  fixed  costs  would 
be  offset.  In  the  long  run  (which  may  be  the  life  span  of  the 
physical  plant),  however,  failure  to  cover  total  costs  might  compro- 
mize the  firm’s  viability,  unless  fixed  costs  as  well  could  be 
recouped.  While  this  argument  is  analytically  valid  for  a conventional 
firm,  the  nature  of  the  nursing  home  clientele  requiring  care  for  long 
periods  of  time  may,  on  the  one  hand,  force  the  firm  to  think  in 
total  rather  than  variable  cost  terms.  Of  course,  it  may  take  long 
enough  for  providers  to  “run  facilities  into  the  ground”  that  patients 
could  still  be  provided  with  a relatively  stable  environment  for  a long 
time.  This  argument  assumes,  of  course,  that  providers  are  con- 
cerned about  stability  for  patients,  possibly  for  competitive  reasons. 
In  fact,  Medicaid  patients  may  have  to  take  what  they  can  get.  In 
any  event,  the  relatively  large  share  of  variable  costs  in  total  costs 
may  make  variable  costs  a more  important  consideration  for  long 
periods  of  time  for  most  nursing  home  operators.  Their  sensitivity 
to  the  home’s  fixed  costs  may  be  somewhat  further  diluted  because 
of  the  opportunity  for  gains  from  real  estate  and  other  transactions 
ancillary  to  the  operation  of  the  home  itself.  McCaffrey  et  al  (1975) 
and  Baldwin  (1980),  among  others,  have  pointed  to  the  opportunities 
for  gain  afforded  by  tax  shelters,  capital  gains,  real  estate  trans- 
actions, construction  company  operations,  and  other  ancillary  opera- 
tions. In  some  cases,  they  argue,  these  ancillary  activities  account 
for  more  gain  and  profit  than  does  the  operation  of  the  home.23 

Fraundorf  takes  another  line  of  argument,  claiming  that  there  is 
no  subsidy  as  long  as  the  reimbursement  rate  covers  marginal 
costs.  Unless  he  is  referring  to  the  linkage  between  marginal  costs 


23  McCaffrey  et  al  (1975)  extensively  discussed  the  phenomenon  of  “traffick- 
ing” in  homes,  made  possible  by  the  various  public  pay  reimbursement 
practices.  See  also  Baldwin  (1980),  Vladeck  (1980),  and  Fraundorf  (1977)  for 
discussions  of  these  ancillary  gains. 
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and  average  variable  costs  in  the  short  run,  it  is  hard  to  understand 
his  position,  since  output  equilibrium  for  the  firm  is  determined  by 
the  MC  = MR  intersection  and  thus  the  equivalence  of  marginal 
costs  and  the  reimbursement  rate.  It  would  only  be  possible  for  R 
not  to  equal  MC  if  the  firm  were  constrained  (or  constrained  itself) 
to  produce  at  an  output  level  other  than  that  of  profit-maximizing 
(or  loss-minimizing)  equilibrium. 

Obviously,  if  the  reimbursement  rate  just  covers  average  total 
costs  at  the  equilibrium  level  of  output,  the  question  of  two-price 
subsidization  becomes  moot,  although  as  shown  below,  the  role  of 
the  Medicaid  market  in  sustaining  operations  of  a given  scale  may 
be  crucial.  The  Medicaid  rate,  however,  may  be  set  for  a class  of 
homes  to  which  a particular  firm  belongs,  yet  because  of  internal 
efficiencies  or  highly  localized,  low-price  factor  markets,  that 
particular  home  may  reap  profits  on  Medicaid  as  well  as  on  private 
pay.  With  a non-profit  market,  these  profits  may  well  persist.  In 
this  circumstance,  the  firm  enjoys  the  profit-maximizing  position  of, 
perhaps,  a regional  monopolist,  the  converse  of  its  loss-minimizing 
position  where  R does  not  cover  costs. 

The  policy  aspects  may  be  non-symmetrical,  however.  If  we  accept 
the  proposition  that  the  private  payers  are  essential  in  providing 
care  to  the  Medicaid  patients  in  the  loss  situation,  what  is  their 
function  from  the  standpoint  of  public  policy  in  the  case  of  positive 
profit  in  both  markets?  One  could  conceivably  argue  that  such 
homes  should  accept  only  Medicaid  patients  if  they  are  to  take  any 
at  all.  Such  an  extreme  position  may  be  tempting  for  a policymaker 
concerned  about  asserted  bed  shortages  for  Medicaid  patients. 
If  he  or  she  believes  that  proprietors  are  making  money  on  Medicaid 
anyway,  why  let  them  have  the  added  profit  of  the  private  pay  as 
well?  Although  this  view  may  be  tempting  for  the  short  run  (or  the 
relevant  policy  horizon),  in  the  long  run  it  would  be  harmful  to  the 
interests  of  indigent  patients.  If  proprietors  are  not  allowed  to 
make  money  on  their  private  pay  patients,  they  may  well  not  partici- 
pate in  the  industry,  or  at  least  in  the  public  pay  portions  of  it;  thus 
the  supply  of  beds  might  be  further  reduced.  This  danger  would  be 
even  greater  if  the  proprietors  were  especially  fearful  of  government 
intervention  of  the  type  considered  here. 

This  discussion  of  the  private  pay  subsidy  to  public  pay  patients 
necessarily  applies  to  the  reverse  case.  (See  Figure  XVI-10.)  Should 
the  equilibrium  level  of  output,  given  the  fixed  reimbursement  rate,  R, 
yield  a private  pay  price  below  average  cost,  the  Medicaid  patients 
would,  in  effect,  be  “subsidizing”  the  private  payers.  Should  the 
high  Medicaid  rate  be  sustained  because  of  political  pressure,  for 
example,  the  implications  of  this  situation  for  public  policy  would  be 
interesting,  indeed.  If  private  payers  tend  to  come  from  higher 
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income  strata  than  do  Medicaid  patients,  or  if  they  are  more  affluent 
than  the  average  taxpayer,  then  such  an  outcome  might  be  seen  as 
regressive  in  its  effects.  Of  course,  if  the  private  pay  group  is  poorer 
than  Medicaid  clients  and/or  the  taxpaying  public,  the  reverse  may 
be  true.  This  latter  case  may  be  particularly  relevant  for  the  facility 
which  caters  to  an  identified  poor  part  of  the  population. 

Another  form  of  subsidy  often  alleged  to  exist  is  that  provided  by 
a large  Medicaid  market.  This  argument  holds  that  if  private  payers 
constituted  the  only  market  for  nursing  home  services,  the  scale  of 
operation  would  be  so  small  that  only  high  cost-high  price  services 
could  be  supplied.  In  Figure  XVI-10,  an  exclusively  private  pay 
market  is  characterized  by  marginal  and  average  cost  curves  MC1 
and  ACi.  If  the  Medicaid  market  did  not  exist,  the  scale  of 
operations  would  be  small,  and  the  price  correspondingly  very 
high  (Pp).  When  the  government  undertakes  a system  of  financial 
support,  the  Medicaid  market  appears,  offering  an  additional  range 
of  potential  sales  and  outputs.  Assuming  that  the  introduction  of 
Medicaid  involves  a large  enough  increase  in  demand,  the  firm  now 
enjoys  a scale  of  operations  corresponding  to  the  cost  curves  MC2 
and  AC2.  (Abt  [1979]  and  others  doubt  this.)  Had  the  firm  been 
constrained  to  sell  only  in  the  private  market,  not  only  would  few 
people  have  been  served  at  a very  high  price,  but  the  possibility  of 
losses  even  at  a small  output  might  have  raised  doubts  about  much 
provision  at  all.24  With  Medicaid,  however,  production  can  occur  at 
a larger  scale,  the  total  volume  of  care  can  increase,  and  both  the 
indigent  and  the  more  affluent,  private  payers  can  be  supplied,  the 
latter  at  a lower  price  than  before  ( Pz  versus  PP ).  Not  surprisingly, 
in  a large  market  the  firm’s  total  profits  may  increase  (especially  if 
the  new  cost  curves  are  such  as  AC2).  Even  if  there  are  losses  on 
Medicaid  patients,  the  enlarged  profit  potential  from  the  much  larger 
numbers  of  private  patients  may  enable  the  firm  to  cover  Medicaid 
losses  and  still  make  a profit.25 


24  Under  normal  market  theory  assumptions,  there  would  be  nothing 
inherently  wrong  about  high  prices  or  even  a non-existent  provision,  unless 
we  assume  that  the  provision  of  nursing  home  services  is  ipso  facto  a “good 
thing”  and/or  unless  there  exists  widespread  community  distress  because  of 
the  absence  of  a commodity  (bed  days  of  care).  Federal  policy  appears  to 
subscribe  to  both  of  these  beliefs. 

25  Of  course,  this  situation  is  similar  to  many  others  in  which  an  expanded 
market  makes  larger  outputs  and  lower  costs/prices  possible.  As  in  similar 
cases  in  which  government  purchases  have  created  the  new,  larger  market, 
the  private  market  might  not,  of  its  own  accord,  have  permitted  such  expan- 
sion. Two  factors  must,  however,  be  considered:  the  private  market  may 
have,  on  its  own,  undertaken  the  search  for  larger  scale,  lower  cost  produc- 
tion, and  government  action  is  not  socially  costless  in  alternate  uses  of 
revenues  and  in  the  resources  going  into  the  nursing  services. 
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Even  if  all  the  results  of  this  shift  in  scale  are  positive  and  even  if 
it  appears  that  firms  and  users  are  “better  off”  in  some  sense,  one 
cannot  really  speak  of  a subsidy  from  the  public  pay  patients  to  the 
private  pay,  except  in  the  sense  that  meeting  the  needs  of  the  former 
provides  the  occasion  for  advantaging  the  latter.  Actually,  what  has 
occurred  here  is  the  creation  of  a new  market  situation  as  a result  of 
a political  decision,  that  is,  to  provide  bed  days  of  care  to  public 
beneficiaries.  We  thus  have  a circumstance  in  which  the  taxpayers, 
in  pursuit  of  a public  purpose,  have  provided  benefits  to  a nominally 
non-targeted  group  whose  welfare  may  or  may  not  be  a matter  of 
public  concern.  Also,  these  larger  amounts  of  provision  are  not 
costless,  even  if  more  efficiently  produced  than  at  a smaller  scale. 

Two  other  so-called  subsidy  issues  should  be  considered.  First, 
the  large  Medicaid  market  with  its  associated  profit  potential  allows 
some  homes  to  “sweeten”  their  private  pay  care  offerings  to  attract 
a larger  number  of  private  pay  patients,  that  is,  to  shift  their  private 
pay  demand  curve  to  the  right.26  If  the  home  is  successful  in  this 
endeavor,  and  if  the  equilibrium  level  of  output  is  still  the  same 
(there  are  no  shifts  in  the  marginal  or  average  cost  curves  as  a 
result  of  the  changed  demand  situation),  the  Medicaid  patients  who 
made  possible  a larger,  more  profitable  scale  of  operations  may  be 
displaced  to  some  extent  by  the  private  pay  patients.  (The  Medicaid 
share  shrinks  by  the  distance  QZQ'Z.)  Figure  XVI— 1 1 shows  how  this 
might  happen.  Should  this  be  true,  the  seeming  objective  of  public 
policy,  to  expand  access  to  care  via  Medicaid,  would  be  self- 
defeating.  As  with  the  economies  of  scale,  this  situation  is  not  one  so 
much  of  subsidy  as  of  possibilities  created  by  the  existence  of  a 
market-expanding  governmental  program.  It  may  be  even  more  at 
cross-purposes  with  public  policy,  however,  in  that  the  indigent 
population  ironically  may  be  less  able  to  find  care,  as  the  Medicaid 
program  expands. 

Subsidies  Among  Patients  in  the  Non-Profit  Facilities 

Definitionally,  non-profit  facilities  are  offering  some  amount  of 
subsidized  consumption  to  all  or  part  of  their  clienteles.  As  with 
government  financing  of  care,  this  type  of  supported  provision  can  be 
denoted  an  external  subsidy.  One  may,  however,  reasonably  ask  if 
there  are  not  internal  subsidies  or  at  least  inter-group  transfers  in 
the  non-profit  case  as  well. 

Figure  XVI-12  shows  various  alternative  equilibria  for  a non-profit 
facility.  Consider  an  output  maximizing  facility  operating  with  a 
break-even  rule.  Under  those  circumstances,  equilibrium  output 
would  be  Q3,  of  which  OQz  would  be  provided  to  private  pay  patients 


26  See  Bishop  (1979)  on  this  point. 
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at  a price  of  Pz-  Medicaid  would  absorb  more  than  would  be 
available  were  the  facility  operating  on  a for-profit  basis.  Per  unit 
Medicaid  losses  (price  less  than  average  cost)  of  ET  would  have  to 
be  offset  by  per  unit  private  pay  profits  of  LA.  Indeed,  if  AR  = AC 
(and  77?  = TC),  profits  on  private  pay  would  have  to  offset  losses  on 
Medicaid. 

As  with  the  proprietaries,  the  non-profit  homes  can  only  offer  care 
to  the  Medicaid  patients  if  they  can  transfer  revenues  to  cover  the 
costs  of  Medicaid  provision.  In  the  non-profit  situation,  however,  a 
given  amount  of  private  pay  surpluses  have  to  be  spread  over  a 
greater  number  of  Medicaid  patients  than  in  the  proprietary  case. 

If  the  facility  follows  Rule  2 (marginal  cost  pricing),  the  equilibrium 
output  could  be  either  0X  or  Qo,  depending  on  the  interpretation  of 
“price.”  If  it  is  construed  as  the  Medicaid  rate,  R , the  home  will 
offer  Oj_;  if  the  home  strives  for  some  sort  of  average  between  public 
and  private  marginal  valuations  (as  reflected  in  the  Medicaid  rate  and 
private  pay  price,  respectively),  equilibrium  will  be  at  0L>.  With  the 
average  cost  curve  AC,  either  level  of  output  will  yield  a profit  on 
both  types  of  pay,  a questionable  outcome  for  a putatively  non- 
profit entity.  It  is,  of  course,  conceivable  that  the  average  cost  curve 
shows  costs  greater  than  the  Medicaid  rate,  thus  yielding  losses 
presumably  offset  by  gains  on  private  pay. 

An  “altruistic”  output  level  such  as  04  almost  definitionally 
involves  losses,  possibly  on  the  private  pay  as  well  as  the  Medicaid 
pay.  These  could  only  be  overcome  by  the  surplus  (if  any)  on  the 
private  pay  or,  if  such  surplus  is  unavailable,  from  an  outside  source. 

Overall  one  might  expect  that  non-profit  facilities  would  be  subject 
to  the  same  advantages  from  expanded  markets  as  would  proprie- 
taries. It  is  likely,  however,  that  a non-profit  facility  seeking  to 
maximize  output  would  take  even  more  advantage  of  the  oppor- 
tunities offered  by  the  increase  in  the  size  of  the  market  due  to  the 
government  payment  system.  Also  recall  that  the  non-profits  may 
well  require  a smaller  expansion  of  the  market  to  induce  participa- 
tion in  the  Medicaid  segment  than  would  a proprietary  facility  faced 
with  the  same  cost  curves.  For  example,  consider  ACX  in  Figure 
XVI-13.  Facing  such  a curve  and  with  a marginal  cost  curve  such 
as  MCX,  a proprietary  facility  would  not  enter  the  Medicaid  market. 
An  output  maximizing  facility,  however,  would  enter  the  market 
because  of  the  difference  in  its  decision  rule,  that  is,  it  maximizes 
output  rather  than  profit.  As  a result,  the  non-profit  would  produce 
OQt  (versus  OOj  for  the  proprietary),  of  which  QZQT  would  go  to  the 
Medicaid  market.  Under  the  same  cost  structure  the  proprietary 
would  have  offered  nothing  to  the  Medicaid  market. 
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Access  for  the  Medicaid  Patient 

Up  to  this  point  we  have  shown  that  a provider,  proprietary  or 
non-profit,  would  under  certain  circumstances  offer  services  to 
Medicaid  as  well  as  private  pay  patients  and  that  different  groups  of 
payers  may  internally  transfer  revenue.  Grimaldi  (1978)  raises  the 
important  dynamic  question  of  whether  a provider,  especially  a 
profit  maximizer,  would  have  admitted  a Medicaid  patient  in  the 
first  place,  setting  the  question  in  the  context  of  a provider  whose 
private  pay  clientele  did  not  “exhaust  all  patient  days.”  In  a static 
sense,  of  course,  the  equilibrium  level  of  output  will  determine  the 
availability  of  bed  days  to  Medicaid  patients.  The  facility,  in 
seeking  to  maximize  either  profit  or  output,  will  allocate  that  output 
jointly  among  various  categories  of  patients  in  accordance  with  the 
equal  marginal  revenue  rule  analyzed  earlier.  Search  costs  associ- 
ated with  private  patients  (with  which  Grimaldi  is  specifically  con- 
cerned) could  be  subtracted  from  average  and  marginal  revenues  for 
private  pay,  thus  reducing  their  share  of  total  output. 

Grimaldi’s  analysis  does,  however,  raise  an  important  question, 
namely,  would  a provider  offer  care  to  Medicaid  patients  if,  by 
waiting,  the  facility  could  fill  beds  with  more  private  pay  patients? 
Presumably  the  temptation  to  wait  would  arise  because  private  pay 
patients  generate  higher  net  profits  than  Medicaid  patients  or 
because  the  Medicaid  rate  is  set  below  average  cost  (total  or 
variable)  at  the  equilibrium  output  level.  Essentially,  Grimaldi  is 
asking  the  question:  Can  a provider  shift  the  private  pay  demand 
curve  to  the  right  and  under  what  circumstances  would  the  facility 
be  willing  to  do  so,  restricting  Medicaid  provision  in  the  process? 
The  answer  suggested  by  Grimaldi,  quite  appropriately,  is  framed 
in  terms  of  the  losses  and  gains  from  the  two  alternatives.  Basically, 
he  argues  that  a provider  would  be  indifferent  between  a Medicaid 
and  private  admission  if  the  net  income  generated  over  time  by  the 
two  types  of  patients  were  the  same.  Normally,  this  net  income 
would  be  the  arithmetic  difference  between  average  revenue  and 
average  cost  for  the  two  types  of  patients;  however,  the  potential 
search-time  cost  for  additional  private  patients  would  reduce  their 
production  of  net  income.  On  the  other  hand,  the  provider  may  also 
perceive  that  Medicaid  patients,  in  addition  to  paying  a lower  rate 
(or  having  the  rate  paid  on  their  behalf),  may  reside  at  the  home 
longer  than  do  private  pay  patients.  In  the  Grimaldi  formulation, 
then,  all  of  these  aspects  of  revenues,  costs,  search  time  (and  costs), 
and  residency  period  combine  into  a decision  rule.  Of  course,  as 
Bishop  and  Willemain  suggest  in  an  ongoing  project,  the  optimal 
strategy  for  a private  operator  should  be  framed  in  terms  of  optimal 
number  of  beds  allocated  to  private  patients,  given  rates  at  which 
they  arrive,  their  lengths  of  stay,  etc.  All  of  these,  in  turn,  depend 
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on  the  nature  of  the  private  demand  curve  and  the  level  of  the  public 
rate,  R.  These  factors  cannot  be  precisely  determined,  however. 
Rather,  they  must  be  considered  in  stochastic  terms  because  of 
unpredictable  patient  arrival  and  turnover. 

To  illustrate,  let  us  denote  the  Medicaid  rate  as  ARM,  the  private 
pay  rate  as  ARP,  the  lengths  of  stay  as  Xv  and  X,,,  respectively,  the 
average  costs  as  AS,,  and  AC,,,  respectively,  and  the  lost  “search- 
time revenue”  as  ALRP.  The  provider  would  then  be  at  equilibrium, 
that  is,  be  indifferent  between  admitting  a Medicaid  patient  and 
leaving  a bed  vacant  until  a private  pay  patient  can  be  found,  if  the 
net  income  from  the  private  pay  [( ARP  — ACP  — ALRP)  • XP] 
equals  the  net  income  from  a Medicaid  patient  [(AR„  — ACM)  • XM], 
If  the  net  income  from  private  pay  patients  is  greater  than  for 
Medicaid  patients,  the  latter  will  not  be  admitted.  The  reverse,  of 
course,  is  also  true. 

Substandard  Care 

Much  of  the  critical  literature  on  nursing  homes  asserts  that  size- 
able amounts  of  the  care  provided  is  substandard,  in  that  it  falls 
below  some  agreed  upon  threshold  level  of  quality.  This  level  is 
usually  defined  by  a set  of  standards  emanating  from  one  or 
another  professional  group,  or  it  is  set  with  reference  to  vaguely 
specified  canons  of  “humane  treatment.”  Assertions  about  sub- 
standard care  are  generally  made  regarding  Medicaid  and  other 
forms  of  public  provision  (though  not  about  Medicare,  for  reasons 
to  be  discussed  later).  For  example,  Fraundorf  (1977)  claims  that 
one  result  of  the  States’  penuriousness  in  providing  financing  for 
Medicaid  has  been  steady  erosion  in  the  quality  of  care  provided 
to  public  pay  patients.  Vladek  (1980)  seems  inclined  to  much  the 
same  position.  Actually,  some  of  the  evidence  indicates  that  funding 
shortfalls  have  been  reflected  more  in  reduced  access  to  care  than  in 
reduced  quality  (Scanlon,  1978  and  1980),  at  least  with  respect  to 
the  quantity  that  would  be  demanded  at  a low  price  to  the  user. 
Clearly,  the  substandard  question  has  a quantitative  as  well  as  a 
qualitative  aspect:  access  versus  adequacy.  Actually,  the  data  are 
somewhat  unclear.  While  numbers  of  hours  of  service  provided  may 
have  increased,  we  know  little  about  the  quality  of  those  hours  or 
about  the  quality  of  other  services. 

While  conceding  that  the  quality  of  care  may  fall  below  some  ideal 
level  proposed  by  health  professionals,  Grimaldi  and  others  have 
shown  that  the  amount  and  quality  of  care  provided  through  govern- 
ment funding  may  well  accord  with  the  preferences  of  voters  and, 
implicitly,  of  the  public  at  large  (Grimaldi,  1978).  Starting  from  the 
familiar  proposition  that  voters,  like  everyone  else,  balance  costs  and 
benefits,  Grimaldi  develops  a model  which  includes  the  long-term 
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care  provided  to  public  pay  patients,  together  with  income,  in  the 
taxpayer’s  set  of  preferences  (utility  function).  His  formulation 
depends  on  two  crucial  assumptions:  one,  public  pay  patients  and 
taxpayers  are  mutually  exclusive  groups;  and,  two,  majority  vote 
decides  the  extent  of  taxes  levied  to  support  long-term  care.  Subject 
to  these  assumptions,  Grimaldi  argues  that  the  median  (the  tax- 
payer receives  utility  or  satisfaction  (denoted  by  U,)  from  his/her  own 
after-tax  income  (denoted  by  Y.)  and  from  the  long-term  care 
(denoted  by  C,)  provided  to  the  jth  patient  who  is  not  the  taxpayer. 
'Utility  to  the  taxpayer  is  thus  a function  of  the  utility  derived  from 
take-home  income  and  from  the  care  provided  to  others  through  the 
taxes  which  he/she  pays.  Thus,  Ui  = F(YU  C;).  Clearly,  taxpayer 
utility  depends  upon  taxpayer  preferences  which,  in  the  case  of 
perceptions  about  long-term  care,  relate  to  a matrix  of  supports  to 
treat,  rehabilitate,  and  maintain  long-term  care  patients.  These 
supports  have  qualitative  as  well  as  quantitative  dimensions. 

Taxpayer  willingness  to  support  long-term  care  through  additional 
taxes  depends  on  the  marginal  balance  between  benefits  and  costs 
(that  is,  additions  to  total  benefits  and  total  costs).  To  the  taxpayer, 
the  benefits  are  those  derived  from  responses  to  increased  quantity 
and  quality  of  care.  The  costs  are  those  associated  with  reduced 
satisfaction  through  the  loss  of  income.  Marginal  benefit  can  be 
expressed  as 
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Usually  one  assumes  that  the  value  of  marginal  benefits  decreases 
with  qualitative  or  quantitative  increases  in  the  item  from  which  the 
benefit  is  derived;  that  is,  a graph  of  the  marginal  benefit  curve 
would  show  it  as  downward  sloping.  Therefore,  at  some  point  the 
additional  benefit  (marginal  benefit)  associated  with  increases  in 
the  quality  (or  quantity)  of  care  would  become  zero.  Up  to  that 
point,  however,  increases  in  the  number  of  patients  (or  number  of 
bed  days  of  care  provided)  would  increase  total  utility  to  the  tax- 
payer arising  from  his/her  seeing  taxes  go  to  support  such  services. 
Likewise,  utility  would  increase  from  improvements  in  the  quality  of 
service  being  provided. 

The  taxpayer  will,  however,  not  be  able  to  gratify  wishes  to  get 
utility  from  C,  in  a costless  manner.  Taxes  must  be  paid  to  provide 
support,  and  the  payment  of  taxes  involves  loss  of  utility,  since  the 
taxed  money  cannot  be  used  to  satisfy  private  wants.  If  we  can 
assume  that  all  public  pay  patients  receive  identical  care  bundles, 
and  that  taxpayers  share  equally  in  paying  taxes  to  cover  care, 
then  the  marginal  cost  to  the  taxpayer  will  be 


P 
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where  dUJdYi  represents  the  loss  of  utility  from  the  loss  of  taxed  in- 
come P = number  of  public  pay  patients,  and  N = number  of  tax- 
payers. Note  that  MO-,  will  increase  with  C;  if  the  marginal  utility  of 
income  after  taxes  rises  with  every  tax  increase  to  support  more  C 'j. 
Also,  the  marginal  cost  will  increase  with  every  rise  in  the  number  of 
public  pay  patients  relative  to  the  number  of  taxpayers. 

Equilibrium  for  the  individual  taxpayer  is  reached  when  the 
marginal  benefit  equals  marginal  cost.  For  the  individual  taxpayer 
this  can  be  shown  as 


' d_u1=dUlxP_ 

dY  i N 

that  is,  the  addition  to  total  utility  from  the  sum  of  all  utilities  gained 
from  serving  j long-term  care  patients  equals  the  loss  to  total  utility 
from  the  loss  of  income  because  of  having  to  pay  for  the  individual 
taxpayer’s  share  of  support  for  P patients. 

These  individual  (/th  taxpayer’s)  benefits  and  costs  can  be  aggre- 
gated over  the  tax-paying  and  care-receiving  publics,  again  recalling 
that  the  two  groups  are  assumed  to  be  mutually  exclusive.  Alge- 
braically, the  marginal  benefit/marginal  cost  equality  can  be 
expressed  as 


i = i /=i  dCj-  th  dY,  N 

From  this  type  of  formulation,  Grimaldi  and  others  argue  that 
the  expenditure  for  long-term  care  (or  for  any  other  type  of  service 
provided  by  the  government)  can  be  considered  “Pareto  optimal.” 
Since  the  benefit/cost  conditions  have  been  satisfied,  society  as  a 
whole  (and  the  taxpayers  in  particular)  can  be  made  no  better  by 
increasing  expenditure  either  on  the  quantity  or  quality  of  care,  since 
to  do  so  would  upset  the  equilibrium. 

While  acknowledging  that  a Pareto  optimal  formulation  can  be 
derived,  Fraundorf  (1978),  as  well  as  other  critics  of  this  approach 
to  public  expenditure  analysis,  argue  that  Grimaldi’s  assumptions  are 
unrealistic  and  too  restrictive.  The  main  complaint  turns  on  the 
failure  to  include  the  preferences  (utility)  of  those  receiving  the 
care.  By  this  failure,  it  is  argued,  an  important  element  in  the 
decision  process  and  in  the  benefits  (outcomes)  is  forgotten.  This 
argument  can  be  extended  and  further  complicated  by  incorporating 
the  preference  functions  of  the  families  of  potential  and/or  actual 
recipients  of  long-term  care.  Quite  correctly,  Fraundorf  also  notes 
that  the  lack  of  information  for  users,  users’  families,  and  taxpayers 
renders  a marginal  calculus  highly  artificial.  It  is  also  doubtful 
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whether  a public  goods  formulation  of  the  type  used  by  Grimaldi  is 
appropriate  under  these  circumstances.27 

Notwithstanding  the  criticism  of  Fraundorf  et  al,  the  public  goods 
approach  as  used  by  Grimaldi  provides  a useful  point  to  begin 
discussion  of  the  issue  of  sub-standard  care.  In  the  first  place,  it 
forces  consideration  of  the  relative  nature  of  the  standards  in 
question:  who  sets  them,  to  what  outcomes  and  services  do  they 
relate,  and  so  on.  Secondly,  it  forces  recognition  of  the  reality  that 
the  quantity  and  types  of  care  provided  are  matters  of  choice  on  the 
part  of  those  who  make  spending  decisions — the  taxpayers.  By  itself, 
however,  the  Grimaldi  approach  should  be  expanded  to  loosen  the 
restrictive  assumptions  about  uniformity  of  care  across  all  receivers 
and  about  the  equality  of  the  tax  burden  across  all  payers.  These 
are  in  addition  to  the  need  to  include  the  preferences  of  the  clients 
of  the  care  system. 

An  amended  version  of  the  Grimaldi  approach  might  include 
provision  for  the  preferences  of  the  clients  in  the  social  utility 
function.  This  might  be  added  to  the  preferences  of  the  taxpayers 
as  a separate  group.28  In  addition,  the  analysis  should  consider  the 
income  levels  and  distributions  among  the  clients  and  the  taxpayers. 
Furthermore,  it  might  well  address  the  different  types  and  quality  of 
care  received  by  the  patients. 

At  bottom,  however,  it  must  be  recognized  that  there  may  be  a 
quality  of  care  below  which  vulnerable,  dependent  people  cannot 
fall  without  some  danger  to  their  lives.  It  may  also  be  true  that  the 
taxpayers’  preference  function  may  be  such  that  they  are  unwilling 
to  provide  the  level  of  financial  support  required  to  keep  enough 
public  pay  patients  at  a standard  of  care  adequate  to  fend  off  life- 
threatening  conditions.  If  that  is  true,  and  it  may  well  have  been 
true  before  the  advent  of  Medicare  and  Medicaid,  we  are  faced  with 
a policy  dilemma.  That  dilemma  may  be  resolvable  only  by  changing 
the  preference  functions  of  the  taxpayers  through  political  action 
and/or  mobilizing  charitable  efforts  on  the  part  of  the  public  most 
concerned  with  these  issues.  Indeed,  there  is  some  evidence  that 


27  A public  good  is  one  which  is  indivisible  and  excludes  no  one.  Con- 
ventionally, public  goods  are  provided  or  produced  by  governments  because 
private  markets  fail  to  do  so;  that  is,  an  equilibrium  based  on  the  equivalence 
of  private  benefit  and  cost  would  not  incorporate  all  of  the  benefits  and 
costs  (private  plus  public)  associated  with  the  provision  of  the  public  good. 
Also,  users  cannot  be  forced  to  pay  a price,  so  there  is  a free  rider  problem. 
In  this  instance,  the  free  riders  in  a totally  private  pay  care  system  would 
be  the  taxpayers  who  derived  benefit  from  the  knowledge  that  good  care 
was  being  provided  without  their  having  to  pay. 

28  Of  course,  the  clients  and  the  taxpayers  may  be  partially  overlapping 
groups.  This  would  necessarily  complicate  the  analysis. 
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the  increased  numbers  and  political  effectiveness  of  older  people  in 
the  United  States  may  have  helped  secure  Medicare  and  other 
medical  welfare  legislation. 

Concluding  Thoughts 

Total  public  expenditures  on  nursing  homes  may  be  expressed 
as  the  product  of  two  basic  variables: 

TE  = B • R,  B = min  (/(e),  g(r)) 

where 

TE  is  total  public  expenditures 

B is  the  number  of  nursing  home  beds  for  which  public  payment  is 
made 

R is  the  rate  at  which  the  government  reimburses 
e is  the  number  of  persons  eligible  for  public  payment. 

In  this  formulation,  B,  R,  and  e become  public  policy  variables.  For 
example,  total  public  expenditures  may  be  kept  low  by  restricting  the 
supply  of  beds  (6)  through  such  legislation  as  Certificate  of  Need, 
by  varying  the  public  payments  rate  (R)  downward,  or  by  tightening 
eligibility  criteria  (e).  Our  analysis  in  this  chapter  has  concentrated 
upon  provider  private  price  and  output  response  to  changes  in  an 
exogenous  public  ft.29 

Although  our  various  analytic  models  are  abstract,  they  clarify 
important  central  tendencies  on  the  part  of  providers,  given  the 
types  of  demand  that  they  face:  both  for-profit  and  non-profit  pro- 
viders should  act  in  certain  predictable  ways  in  their  pricing  and 
output  decisions,  depending  upon  the  level  of  and  way  in  which 
public  rates  are  set  through  the  Medicare  and  Medicaid  programs. 

The  models  assume  that  the  objective  function  of  for-profit  firms 
is  to  maximize  profits,  and  that  of  the  non-profit  firms  is  to  maximize 
output  and/or  quality  of  care  provided,  subject  to  a break-even  con- 
straint or  some  amount  of  external  subsidy.  The  final  output  and 
quality  results,  given  provider  objective  functions,  may  or  may  not 
coincide  with  the  fulfillment  of  the  public’s  objective  function  for 
the  provision  of  nursing  home  care.  What  is  clear,  however,  is  that 
once  a public  objective  function  has  been  delineated,  and  once 
provider  response  to  economic  incentives  is  understood,  the  public 
objective  function  can  be  achieved  through  the  proper  use  of 
incentive  mechanisms  in  reimbursement  policy. 

As  we  have  shown  here,  the  government  has  an  important  policy 
instrument  in  its  ability  to  adjust  the  rate  which  it  will  pay  for  public 


29  For  more  detailed  analyses  of  the  other  policy  variables,  see  Chap- 
ters XVII  and  XVIII. 
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patients.-™  At  first  blush,  this  conclusion  appears  trite.  But,  if 
government  were  able  to  ascertain  the  cost  conditions  under  which 
each  provider  firm  (or  group  of  firms)  operates,  and  if  government 
were  an  effective  agent  of  public  patients  for  the  assurance  of 
given  quality  levels,  rate  levels  for  provider-firms  could  be  theo- 
retically manipulated  to  attain  some  kind  of  optimal  outcomes. 

In  practice,  however,  ascertaining  cost  functions  for  each  provider 
firm  or  debility  levels  for  each  patient  poses  formidable  measurement 
and  administrative  difficulties,  and  there  is  no  conclusive  evidence 
that  government  has  been  an  effective  or  efficient  agent  for  the 
nursing  home  patient  (Fraundorf,  1977).  At  best,  some  would  argue, 
government’s  role  in  this  area  is  more  appropriately  defined  as 
providing  information31  and  subsidizing  those  who  are  too  poor  to 
pay  for  their  own  nursing  home  care.  But  this  does  not  imply  that 
government  has  to  pursue  its  present  course  of  paying  for  nursing 
home  care  directly.  If  sufficient  information  about  levels  of  provider 
quality  were  made  available  to  the  elderly  and  their  families,  some 
form  of  voucher  might  more  closely  approximate  the  social  objec- 
tive function  for  the  elderly  in  need  of  nursing  home  care  than 
what  is  presently  being  accomplished.  Such  a voucher  system 
would  not  be  difficult  to  design.  The  key  to  its  desirability  would  be 
the  levels  of  information,  mobility,  and  lucid  choice  which  one 
would  be  willing  to  assume  or  assign  to  the  elderly,  their  families, 
and/or  their  agents. 


30  Similar  theoretical  analyses  could  be  performed  on  cost-related  or 
debility-related  forms  of  reimbursement.  Another  possible  form  of  reim- 
bursement that  has  not  been  considered,  to  our  knowledge,  would  be  to 
auction  the  care  of  groups  of  patients  to  provider-bidders  in  a fashion 
analogous  to  the  way  in  which  Treasury  bills  are  presently  auctioned.  The 
major  difficulty  with  such  a proposal  is  that  Treasury  bills  are  homogeneous, 
whereas  patients  are  not  homogeneous  in  their  degree  of  debility.  Although 
many  public  offerings  and  projects  are  done  through  auction  or  bid,  they 
are  generally  homogeneous  or  of  some  easily  measured  standard  of  quality. 
Groups  of  patients  with  a known  set  of  debility  characteristics  could  be 
“offered”  to  bidders  who  would  be  required  to  provide  a specific  level  of  care 
for  the  distribution  of  debility  of  the  group.  However,  such  a scheme  would 
create  a host  of  administrative  problems  and  would  probably  be  repugnant 
to  the  citizenry  in  general,  because  it  appears  to  treat  human  beings  as 
commodities  and  effectively  rob  them  of  individual  choice  of  location  and 
environment. 

31  See  Becker  (1976,  Parts  1 and  7)  for  a discussion  of  information  costs. 


576 


References 


Abt  Associates,  Inc.,  Reimbursement  Strategies  for  Nursing  Home  Care: 
Developmental  Cost  Studies,  Cambridge:  Abt,  1979,  HCFA  Contract  No. 
600-77-0068. 

Alchian,  Armen,  “Some  Economics  of  Property,”  P2316,  Santa  Monica:  RAND 
Corporation,  1961. 

Alchian,  Armen  and  Harold  Demsetz,  “Production,  Information  Costs  and 
Economic  Organization,”  American  Economic  Review,  Vol.  62,  Decem- 
ber 1972,  pp.  777-795. 

Alchian,  Armen  and  Reuben  Kessel,  “Competition,  Monopoly,  and  the  Pursuit 
of  Money,”  in  National  Bureau  of  Economic  Research,  Aspects  of  Labor 
Economics,  Princeton  University  Press,  1962. 

Baldwin,  Carliss  Y.,  “Nursing  Home  Finance:  Capital  Incentives  Under  Medi- 
caid,” Background  Paper,  University  Health  Policy  Cosortium,  July  1980. 

Becker,  Gary  S.,  The  Economic  Approach  to  Human  Behavior  (Chicago:  Uni- 
versity of  Chicago  Press,  1976). 

Bishop,  Christine  E.,  “Nursing  Home  Behavior  Under  Cost-Related  Reim- 
bursement,” University  Health  Policy  Consortium  Paper  DP-13,  Brandeis 
University,  August  1979. 

Borcherding,  Thomas  E.  and  Robert  T.  Deacon,  “The  Demand  for' the  Services 
of  Non-Federal  Governments,”  American  Economic  Review,  Vol.  LXII, 
December  1972,  pp.  891-901. 

Davis,  Karen,  “Economic  Theories  of  Behavior  in  Non-Profit,  Private  Hos- 
pitals,” Economic  and  Business  Bulletin,  Winter  1972. 

Ferguson,  C.  E.  and  S.  Charles  Maurice,  Economic  Analysis:  Theory  and 
Applications  (Homewood:  Richard  D.  Irwin,  Inc.  1978). 

Fraundorf,  Kenneth  C.,  “Competition  and  Public  Policy  in  the  Nursing  Home 
Industry,”  Journal  of  Economic  Issues,  Vol.  XI,  September  1977. 

Fraundorf,  Kenneth  C.,  “The  Nursing  Home  Industry:  A Reply,”  Journal  of 
Economic  Issues,  Vol.  XII,  December  1978. 

Freeh,  H.  E.,  Ill,  “The  Property  Rights  Theory  of  the  Firm:  Empirical  Results 
from  a Natural  Experiment,”  Journal  of  Political  Economy,  Vol.  84, 
February  1976,  pp.  143-152. 

Friedman,  Milton,  Essays  in  Positive  Economics,  Chicago,  University  of 
Chicago  Press,  1953. 

Furubotn,  E.  and  S.  Pejovich,  “Property  Rights  and  Economic  Theory:  A 
Survey  of  Recent  Literature,”  Journal  of  Economic  Literature,  Vol.  10, 
December  1972,  pp.  137-162. 

Grimaldi,  Paul  J.,  “A  Note  on  the  Nursing  Home  Industry,”  Journal  of 
Economic  Issues,  Vol.  XXI,  December  1978,  pp.  911-921. 

Grimaldi,  Paul,  Cost,  Utilization,  and  Reimbursement  of  Nursing  Home  Care, 
Washington:  American  Enterprise  Institute,  1982. 

Kahn,  Alfred  E.,  The  Economics  of  Regulation:  Principles  and  Institutions, 
New  York:  John  Wiley  and  Sons,  Inc.  1970. 

LaPorte,  Valerie  and  Jeffrey  Rubin,  editors,  Reform  and  Regulation  in  Long- 
Term  Care,  New  York:  Praeger,  1979. 

Lee,  Robert  and  Jack  Hadley,  “Supplying  Physicians’  Services  to  Public 
Medical  Care  Programs,”  Working  Paper  1145-17  (Washington:  The 
Urban  Institute,  October  1979). 


577 


Mansfield,  Edwin,  Microeconomics:  Theory  and  Applications,  Third  Edition, 
New  York  and  London:  W.W.  Norton  and  Company,  1979. 

McCaffree,  Kenneth  M.,  Lawrence  Muller,  and  R.  P.  Johnson,  “An  Economic 
Analysis  of  the  Production  Process  in  Washington  State  Nursing  Homes,” 
Seattle:  Battelle  Human  Affairs  Research  Centers,  1975,  NCHSR  Con- 
tract No:  H SOI 582. 

Newhouse,  Joseph  P.,  “Toward  a Theory  of  Non-Profit  Institutions:  An 
Economic  Model  of  a Hospital,”  American  Economic  Review,  Vol.  LX, 
March  1970,  pp.  64-74. 

Scanlon,  William  J.,  “Aspects  of  the  Nursing  Home  Market:  Private  Demand, 
Total  Utilization,  and  Investment,”  Working  Paper  5907-1.  Washington: 
The  Urban  Institute,  February  1978. 

Scanlon,  William  J.,  “A  Theory  of  the  Nursing  Home  Market,”  Inquiry,  Vol.  17, 
Spring  1980,  pp.  25-41. 

Sloan,  Frank  A.,  Jerry  Cromwell,  and  Janet  B.  Mitchell,  Private  Physicians 
and  Public  Programs,  Lexington  and  Toronto:  D.C.  Heath  and  Company, 
1978. 

Vladeck,  Bruce  C.,  Unloving  Care:  The  Nursing  Home  Tragedy  (New  York: 
Basic  Books,  1980). 

Weisbrod,  Burton  A.,  The  Voluntary  Non-Profit  Sector,  New  York,  Toronto, 
and  London:  D.C.  Heath  and  Company,  1979. 

Williamson,  Oliver  E.,  “Corporate  Control  and  the  Theory  of  the  Firm,”  in 
H.  Manne,  ed.,  Economic  Policy  and  the  Regulation  of  Corporate 
Securities,  Washington:  American  Enterprise  Institute,  1969. 

Williamson,  Oliver  E.,  Corporate  Control  and  Business  Behavior:  An  Inquiry 
into  the  Effects  of  Organizational  Form  on  Enterprise  Behavior,  Engle- 
wood Cliffs:  Prentice  Hall,  1970. 

Yett,  Donald  E.,  William  Der,  Richard  L.  Ernst,  and  Joel  W.  Hay,  “Blue  Shield 
Plan  Physician  Participation,”  Human  Resources  Research  Center,  Uni- 
versity of  Southern  California,  Summer  1980,  mimeo. 


578 


CHAPTER  XVII 


The  Industrial  Organization  of  the 
Nursing  Home  Industry 

by  Ronald  J.  Vogel 


Introduction 

An  analysis  of  the  market  structure,  conduct,  and  performance  of 
the  nursing  home  industry  can  provide  insight  into  nursing  home 
behavior  and  suggest  policies  to  allow  and/or  encourage  this  sector 
to  serve  the  public  more  effectively.  Economists  in  the  field  of 
industrial  organization  make  use  of  such  analysis  of  particular 
industries  to  ascertain  the  extent  to  which  they  adhere  to  or  deviate 
from  the  competitive  norm,* 1  and  to  offer  policy  prescriptions  to 
rectify  any  deviations  which  detract  from  efficient  exchange  and 
consumer  satisfaction.  Table  XVI 1—1  presents  an  outline  of  the 
industrial  organization  paradigm.  In  this  chapter,  this  paradigm  will 
be  applied  to  the  nursing  home  industry. 

Market  Structure 

Sellers  of  Nursing  Home  Services 

Because  the  degree  of  seller  concentration  does  so  much  to  shape 
industry  conduct,  it  is  necessary  to  first  determine  the  number  of 
producers  and  to  investigate  possible  reasons  for  seller  concentra- 
tion and  monopoly  power,  if  it  exists.  The  number  and  concentration 
of  buyers  in  a market  also  affects  industry  behavior  and  must  be 
considered.  The  nursing  home  industry  may  be  characterized  as  one 
with  many  sellers  and  many  consumers  and  with  government  as  the 
predominant  buyer  for  those  consumers. 

Table  XVI 1—2  provides  information  on  nursing  homes,  nursing  home 
beds,  and  number  of  patients  between  1967  and  1976;  the  data  in 
Table  XVII— 2 also  show  growth  rates  for  1967  to  1971  and  1971  to 
1976.  Between  1967  and  1971,  the  number  of  nursing  homes  grew  by 


The  author  gratefully  acknowledges  the  thoughtful  and  extensive  comments 
of  Christine  E.  Bishop,  A.  Mead  Over,  Jr.,  and  Robert  L.  Seidman  on  previous 
drafts  of  this  chapter. 

1 Under  certain,  well-defined  assumptions,  perfect  competition  is  viewed 
as  the  ideal  because  it  offers  the  achievement  of  “Pareto  Optimality,’’  that  is, 
a long-run  trading  equilibrium  where  no  one  can  be  made  better  off  without 
making  someone  else  worse  off  (Samuelson,  1947;  Henderson  and  Quandt, 
1971). 
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TABLE  XVII-1 

The  Industrial  Organization  Paradigm  Adapted 
to  the  Nursing  Home  Industry 


Market  Structure 

The  Number  and  Degree  of  Concentration  of  Sellers 
The  Number  of  Consumers  and  Buyers 
Government  as  Buyer 

Product  Differentiation  and  the  Geographical  Structure  of  the 
Market 

The  Condition  of  Entry 
Market  Conduct 

The  Determination  of  Price  and  Output:  Dual  Pricing  Mechanisms 
Subsidies 

Shortages  and  Lack  of  Equilibrium 

The  Effects  of  Certificate  of  Need  and  Other  Regulations 

Research,  Innovation,  and  Legal  Tactics 

Market  Performance 
The  Problem  of  Quality 
Profitability  and  Growth 
Productive  Efficiency 

Conclusion  and  Policy  Implications 


15  percent,  but  it  declined  by  7 percent  between  1971  and  1976. 
During  the  same  time  periods,  the  number  of  nursing  home  beds 
grew  by  43.6  percent  and  17.7  percent,  respectively.  As  a conse- 
quence of  these  two  divergent  national  trends,  the  average  bed  size 
of  the  nursing  home  grew  from  43.7  beds  in  1967  to  69.1  beds  in 

1976,  a 58  percent  increase.  The  national  nursing  home  bed 
occupancy  rate  remained  high  relative  to  that  of  hospitals,  although 
Table  XVII— 3 shows  that  there  was  some  variation  by  State.  Taking 
into  account  data  from  the  1977  National  Nursing  Home  Survey 
(National  Center  for  Health  Statistics,  1979)  on  the  number  of  nursing 
home  residents,  their  number  grew  by  53  percent  between  1967  and 

1977.  Yet  Table  XVII— 3 indicates  a wide  interstate  variability  in  the 
number  of  nursing  home  and  related  home  residents  per  1,000  civilian 
population  age  65  and  over  in  1976,  ranging  from  a high  of  106.8  in 
Nebraska  to  a low  of  21.3  in  Florida.  This  wide  disparity  is  difficult 
to  explain,  using  conventional  explanatory  variables  (Scanlon, 
1980).  But,  because  the  nursing  home  industry  comprises  many 
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TABLE  XVII-2 

The  Nursing  Home  Industry:  Homes,  Beds,  Patients,  1967-1976 
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Source:  National  Center  for  Health  Statistics,  Master  Facility  Inventory  File,  unpublished  data 
NA  = Not  Available 


TABLE  XVII-3 

Number  of  Residents  in  Nursing  Homes  and  Related  Homes  per  1,000  Civilian  Population 
Age  65  and  Over  and  the  Occupancy  Rate  by  State,  1976 
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Hawaii  48.4  , 38.3  10.1  91.5  91.0  93.5 

Idaho4  56.6  46.4  10.1  95.1  94.5  97.1 

Illinois  68.5  57.8  10.7  91.3  91.8  89.2 

Indiana  59.6  52.7  6.9  86.6  90.6  83.1 

Iowa  83.6  67.6  16.1  93.4  94.2  91.0 


Total  Nursing  Personal  Care  Total  Nursing  Personal  Care 

Residents  Homes  and  Other  Homes2  Residents  Homes  and  Other  Homes 
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New  York  46.2  34.8  11.3  93.2  94.1  89.7 

North  Carolina4  43.9  23.3  20.6  92.2  90.7  94.1 

North  Dakota  86.7  67.4  19.4  96.3  96.2  97.5 
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Tennessee4  42.5  39.1  3.5  95.9  96.3  94.6 

Texas4  70.1  63.2  6.8  82.5  84.8  64.8 

Utah  45.9  39.9  5.9  94.4  93.9  96.7 

Vermont4  85.7  52.3  33.3  88.5  93.6  81.4 

Virginia4  59.8  42.4  17.5  92.6  94.4  88.8 


Number  per  1 ,000  Aged  Persons  Occupancy  Rate1 

Total  Nursing  Personal  Care  Total  Nursing  Personal  Care 

Residents  Homes  and  Other  Homes2  Residents  Homes  and  Other  Homes 
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relatively  small  providers,2  one  could  reasonably  infer  that  a poten- 
tial for  competition  among  sellers  exists.3 

Consumers  and  Buyers  of  Nursing  Home  Services 

However,  even  though  there  are  many  individuals  using  nursing 
home  services,  there  are  certain  characteristics  of  these  users  that 
may  reduce  their  ability  to  elicit  a competitive  market  response  from 
providers.  The  picture  that  emerges  from  this  combination  of  charac- 
teristics is  that  of  a population  that  is,  by  and  large,  physically, 
mentally,  and  financially  debilitated  and  dependent,  a population 
whose  stock  of  human  capital  is  in  a highly  depreciated  state  (Gross- 
man,  1972).  These  are  hardly  the  characteristics  of  the  well-informed, 
rational,  and  mobile  consumer  that  economic  theory  would  have 
making  choices  about  how  to  spend  his  or  her  income  and  wealth 
constraints.  On  the  other  hand,  one  or  two  of  the  characteristics  in 
this  segment  of  the  aged  population  do  indicate  that  some  do  have 
ties  to  the  community  and  can  look  for  some  form  of  help,  advice, 
or  financial  aid  from  children,  other  relatives,  or  friends. 

For  an  ideal  competitive  outcome,  consumers  must,  at  least  at  the 
margin,  be  able  to  make  informed  choices  among  suppliers.  In  the 
nursing  home  market,  there  appears  to  be  only  limited  consumer 
information  about  service  quality  and  alternatives.  In  the  words  of 
the  U.S.  Senate  Subcommittee  on  Long-Term  Care  (1976): 

Reliable  guidance  is  scarce,  thus  forcing  many  to  make  a “blind” 
selection.  To  the  prospective  customer,  the  choice  of  a nursing 
home  can  be  truly  agonizing.  Looks  can  be  deceiving.  . . . There 


2 Even  though  conglomerates  continue  to  grow  in  the  industry,  as  has  the 
average  bed  size  of  the  typical  nursing  home,  the  nursing  home  industry  is  by 
no  means  dominated  by  large  conglomerates  (Di  Paolo,  1979),  nor  is  the 
behavior  of  the  few  conglomerates  in  the  business  dissimilar  to  that  of  the 
smaller  firms. 

3 But  the  great  number  of  public  utilities  in  the  country  does  not  prevent 
each  from  having  considerable  market  power.  The  problem  is  that  the 
different  utilities  are  not  very  effective  substitutes  for  one  another.  The  high 
psychic  costs  imposed  on  consumers  of  nursing  home  care  far  from  home 
may  mean  that  nursing  homes  often  have  a quite  perfect  local  monopoly,  that 
is,  the  industry  demand  is  the  firm’s  demand.  Thus,  it  would  seem  that  the 
important  question  is  the  size  of  a typical  home’s  “catchment  area.”  More 
research  must  be  done  on  this  issue,  but  very  little  data  presently  exist  for 
such  research. 

Another  important  consideration  is  the  existence  of  care  in  the  home  as  a 
substitute  for  nursing  home  care.  The  effective  price  ratio  between  the  two 
should  affect  decisions  on  nursing  home  placement  at  the  margin.  It  may  be 
that  the  availability  of  such  care  in  persons’  homes  is  much  more  effective 
competition  for  many  nursing  homes  than  is  the  care  of  other  nursing  homes. 
The  effectiveness  of  the  competition  would,  of  course,  be  enhanced  if 
government  reimbursement  were  available  for  caring  for  an  individual  in 
his/her  home. 
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is  virtually  no  way  to  tell  what  type  of  care  is  provided.  Accord- 
ingly, patients  and  family  must  rely  upon  the  judgments  of 
physicians,  social  workers,  and  ministers  who  themselves  are 
guided  almost  entirely  by  limited  experiences  and  rumor  (Sup- 
porting Paper  No.  1). 

Nursing  homes  very  rarely  advertise,  except  in  the  Yellow  Pages, 
and,  as  Fraundorf  (1977)  observes,  . . the  absence  of  advertising 
competition  (where  products  are  heterogeneous)  is  consistent  with 
the  existence  of  market  power”  on  the  part  of  providers  vis-a-vis 
consumers. 

Moreover,  consumers  are  not  always  in  a position  to  use  informa- 
tion to  alter  consumption  choices.  Table  XVI I — 4 shows  the  age 
distribution  of  aged  nursing  home  residents  in  1977  compared  to  the 
aged  in  the  general  population.  While  only  about  5 percent  of  the 
aged  population  was  in  nursing  homes  in  1977,  almost  22  percent 
of  those  85  years  and  over  were  living  there. 

These  patients  had  the  following  characteristics: 

• They  were  old  or  very  old:  their  median  age  was  81 ; 87  percent 
were  over  65,  and  35  percent  were  over  85  years  old  (NCHS, 
1979). 

• Many  were  mentally  deficient:  20  percent  had  “mental  disorders 
and  senility  without  psychosis”  as  a primary  diagnosis  at  their 
last  examination,  but  32  percent  were  described  as  having 
senility  as  a chronic  condition  or  impairment  (NCHS,  1979). 

• In  general,  nursing  home  patients  had  about  four  chronic  or 
crippling  disabilities  (New  York  State  Department  of  Health, 
1971).  Less  than  half  of  the  patients  could  walk  unassisted 
(34  percent);  about  86  percent  required  assistance  in  bathing; 


TABLE  XVII-4 

Comparison  of  U.S.  Nursing  Home  Resident  Population  and 
General  Population  by  Age,  1977 


Nursing  Home  Residents 


Age 

Number  in  General 
Population 

Number 

% of  General 
Population 

65  Years  and  Over 

23,494,000 

1,126,000 

4.8 

75  Years  and  Over 

8,910,000 

914,600 

10.3 

85  Years  and  Over 

2,079,000 

449,900 

21.6 

Source:  U.S.  Department  of  Health,  Education,  and  Welfare,  National  Center 
for  Health  Statistics,  The  National  Nursing  Home  Survey:  1977  Summary  for 
the  United  States,  (Washington:  U.S.  Government  Printing  Office,  1979),  p.  28 
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70  percent  needed  help  in  dressing,  and  33  percent  in  eating; 
45  percent  were  incontinent,  and  23  percent  were  dependent  in 
all  six  activities  of  daily  living  (bathing,  dressing,  using  toilet 
room,  mobility,  continence,  eating;  NCHS,  1979). 

• They  consumed  large  quantities  of  drugs:  the  average  nursing 
home  patient  took  4.4  different  drugs  per  day,  and  some  were 
taken  two  or  three  times;  70  percent  took  five  or  more  drugs 
per  day.  (U.S.  Senate,  Subcommittee  on  Long-Term  Care,  1976). 

• Only  a minority  were  married:  12  percent  were  married;  62  per- 
cent were  widowed;  19  percent  never  married,  and  about  7 
percent  were  divorced  (NCHS,  1979). 

• Some  patients  were  alone,  but  many  were  not:  13  percent 
of  nursing  home  patients  did  not  have  visitors,  while  62  percent 
had  visitors  daily  or  weekly;  about  half  of  all  visitors  were 
children  or  other  relatives  (NCHS,  1979).  Moreover,  there  is 
little  evidence  that  families  “dump”  their  aged  into  nursing 
homes  (Brody,  1969;  Pincus  1967,  Kent  1965;  see  Chapter  VIII). 
A member  of  the  family,  however,  usually  places  the  resident. 
Children  placed  other  relatives  20  percent  of  the  time,  12  percent 
were  placed  by  a spouse  or  institutionalized  themselves,  and 
about  25  percent  were  placed  by  social  workers  or  staff  of 
previous  institutions  (NCHS,  1979). 

• Many  patients  were  Medicaid  patients  (Liu  and  Mossey,  1980) 
subject  to  the  direction  of  overworked  social  worker  “agents” 
whose  time  for  any  case  may  be  severely  limited. 

The  decision  to  enter  a nursing  home  may  be  traumatic,  made  at 
a time  of  poor  health.  The  search  for  a suitable  home  is  probably 
often  limited  by  being  in  a hospital  and  having  an  immediate  need 
for  a discharge  plan. 

• More  than  half  of  nursing  home  residents  in  1977  were  housed 
in  another  health  facility  prior  to  admission  to  a nursing  home: 
32  percent  came  from  a general  or  short-stay  hospital,  6 per- 
cent from  State  mental  hospitals,  13  percent  from  other  nursing 
homes,  homes  for  the  aged,  boarding  homes,  or  other  housing; 
about  40  percent  came  to  the  nursing  home  from  their  own  or 
relatives’  homes  (NCHS,  1979). 

While  individuals  contemplating  nursing  home  admission  might 
appear  to  have  many  choices,  in  reality  many  providers  may  be 
effectively  ruled  out  by  strong  consumer  preferences  for  remaining 
close  to  the  community  of  residence  and  by  personal  financial 
constraints. 

• In  1972,  most  nursing  home  patients  were  placed  in  facilities 
close  to  their  homes:  five  out  of  six  nursing  home  patients  were 
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housed  in  facilities  less  than  25  miles  from  their  community 
home  (Day,  1972). 

• Individual  financial  resources  to  pay  for  nursing  home  care 
were  limited:  the  average  monthly  charge  for  a nursing  home  in 
1977  was  $689,  and  the  average  nursing  home  resident  age  65 
and  over  had  a mean  monthly  income  of  $306  in  1976.  However, 
43  percent  of  outlays  for  nursing  home  care  came  from  private 
sources  in  1977  (NCHS,  1979;  Department  of  Commerce,  1978; 
Liu  and  Mossey,  1980). 

For  many,  entering  a nursing  home  involves  a decision  about  living 
situations.  These  patients  give  up  community  residences  and  thus 
reduce  their  options. 

• The  majority  of  them  could  expect  to  be  in  nursing  homes  for 
almost  two  years:  the  median  number  of  days  spent  in  a nursing 
home  for  those  residing  there  in  1977  was  597  days.  Of  the 
1,117,500  discharges  in  1977,  73.9  percent  were  alive  and  25.9 
percent  were  dead,  and  the  median  duration  of  stay  for  those 
discharged  was  75  days  (NCHS,  1979).4 

The  salient  aspect  of  this  combination  of  statistics  is  that  individual 
consumers  in  this  market  seem  qualitatively  different  from  consumers 
in  many  other  economic  markets,  not  only  because  of  their  physical 
and  mental  debility  but  also  because  of  the  seeming  irreversibility 
of  the  decision  to  enter  a nursing  home  for  many  elderly  patients. 
Most  of  the  services  of  a nursing  home  are  not  unlike  those  of  a 
hotel.  But  for  the  traveler,  who  is  healthy  and  mobile  almost  by 
definition,  the  choice  of  hotels  is  a continuous  one,  based  on  price 
and  service.  Even  though  many  purchases  in  the  health  care  sector 
are  not  done  on  a regular  “shopping”  basis,  most  of  them  lack  the 
finality  of  choosing  a nursing  home  because  the  average  consumer  of 
health  services  is  more  mobile  and,  therefore,  probably  better 
informed  than  the  average  aged  consumer  of  nursing  home  services. 
Thus,  even  to  the  extent  that  children  or  relatives  act  as  effective 
agents  for  the  elderly,  decisions  to  move  can  only  be  made  after 
careful  consideration. 

Government  as  Buyer  of  Nursing  Home  Services 

The  two  features  of  the  structure  of  the  nursing  home  industry 
which  make  it  unique  are  the  limited  capacities  of  its  consumers  and 
the  dominance  of  government  as  both  payer  for  nursing  home 
services  and  regulator  of  the  activities  of  the  industry.  Tables  XVI I— 5 
and  XVII— 6 present  a time  series  of  nursing  home  expenditures.  By  the 

4 Grimaldi  and  Sullivan  (1981)  believe  that  the  “length  of  stay  difference 
strongly  suggests  that  nursing  homes  contain  at  least  two  distinct  populations: 
one  with  chronic  conditions  and  little  chance  of  discharge  and  the  other  in 
need  of  services  for  a comparatively  short  period  of  time.” 
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TABLE  XVII-6 

Calendar  Year  Estimates  of  Nursing  Home  Care 
Expenditures  by  Source  of  Payment,  1965-79 

(Millions  of  Dollars) 
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Medicare  Expenditures  as  a 

Percentage  of  Total  0 1.5  8.0  10.5  10.5 

Note:  Totals  may  not  add  because  of  rounding. 

Source:  Division  of  National  Cost  Estimates,  Health  Care  Financing  Administration. 


late  1960s,  government  had  become  the  predominant  buyer  of  nursing 
home  services  through  the  Medicare  and  especially  the  Medicaid 
programs.  Except  in  the  much  smaller  end-stage  renal  disease 
program,  government  payments  constitute  a larger  percentage  of  the 
total  in  the  nursing  home  industry  than  in  any  other  area  within  the 
health  care  sector.  Given  its  financial  dominance,  government  should 
be  able  to  exercise  a good  deal  of  monopsonistic  power5 6  in  this 
market  and  thereby  compensate  for  the  limited  physical  and  mental 
capacities  of  the  consumer  of  nursing  home  care.0  We  would  expect 
this  to  be  true  especially  in  the  latter  part  of  the  1970s,  as  govern- 
ment’s share  of  the  market  grew  even  larger.  There  is  a paradox  in 
this  monopsonistic  situation,  however,  because  government  pays  and 
regulates,  but  under  the  “freedom  of  choice”  provisions  of  Medicare 
and  Medicaid,  the  patient  can  “buy”  from  whomever  he/she  chooses. 
This  provision  limits  government’s  monopsonistic  power.  Also 
“government”  is  not  merely  one  entity  but  consists  of  the  Federal 
government,  which  has  a single  Medicare  policy  and  rules,  and  54 
State  and  territorial  Medicaid  jurisdictions,  that  have  widely  varying 
policies  and  rules.  Furthermore,  to  the  extent  that  nursing  homes 
tend  to  specialize  in  private  or  public  patients,  government  monop- 
sony power  may  be  diluted  or  enhanced. 

Product  Differentiation  and  Geographical  Structure 
of  the  Market 

Many  of  the  persons  in  nursing  homes  prefer  to  be  in  a home  near 
their  relatives  and/or  friends.  Indeed,  marketing  research  suggests 
that  the  effective  radius  of  the  nursing  home’s  market  is  about  25 
miles  (Scott  and  Whitaker,  1975),  and  that  homes  differentiate  their 
products  by  location  (U.S.  Subcommittee  on  Long-Term  Care,  1976). 
Therefore,  at  least  in  metropolitan  areas,  one  would  suppose  that 
nursing  homes  vigorously  compete  against  one  another.  Yet  the 
existence  of  continuously  high  occupancy  rates  (refer  to  Tables 
XVII— 2 and  XVI 1—3)  supports  Scanlon’s  empirical  evidence  (1980) 
that  there  exists  excess  demand  for  nursing  home  care.  Dissatisfied 
customers  may  have  no  place  else  to  go,  although  immobility  may  be 
a greater  problem  for  public  patients  than  for  private-pay  patients 
who  can  afford  to  spend  more,  and  therefore  may  have  a greater 
measure  of  mobility. 

Nursing  homes  also  differentiate  their  product  by  service  type. 
Some  choose  to  produce  high  levels  of  care  for  public  patients  and 

5 Monopsony  is  the  other  side  of  the  coin  of  monopoly.  With  monopoly, 
one  seller  has  the  whole  market  or  is  powerful  enough  to  control  it.  Where 
monopsony  exists,  one  buyer  holds  a similar  position  vis-a-vis  the  market. 

6 Government  as  regulator  will  be  reviewed  in  the  market  conduct  section 
of  this  chapter. 
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thus  become  designated  as  “skilled  nursing  facilities”  for  purposes 
of  the  Medicare  or  Medicaid  programs;  others  provide  “intermediate 
care  facility”  levels  of  care,  with  less  emphasis  upon  medical  and 
nursing  care.  Some  homes  provide  equivalent  services,  but  remain 
uncertified  by  either  the  Medicare  or  Medicaid  programs.  Finally, 
other  nursing  homes  remain  at  “personal  care”  and  “domiciliary 
care”  levels.  In  this  regard,  it  has  been  said  that,  over  time, 
“.  . . institutional  development  follows  the  federal  money”  (Under 
Secretary’s  Task  Force  on  Long-Term  Care,  1980). 

Quality  differences  may  also  stem  from  rural  and  urban  locations 
and  locations  within  these  geographical  units  (Scott  and  Whitaker, 
1975).  Homes  that  market  their  product  to  more  affluent  private 
patients  tend  to  emphasize  in  their  advertising  the  ready  availability 
of  physician  services  and  reliable  and  constant  nursing  care,  as  well 
as  the  quality  of  their  housing,  food,  and  recreational  and  trans- 
portation amenities.7 


The  Condition  of  Entry 

Chapter  XIX  thoroughly  analyzes  the  cost  structure  of  the  industry; 
suffice  it  here  to  say  that  there  is  nothing  about  its  cost  structure 
which  would  appear  to  impede  the  orderly  working  of  a market,  as  is 
the  case  with  public  utilities.  Because  variable  costs  are  so  large 
a proportion  of  total  costs,  there  appear  to  be  no  economies  or  dis- 
economies of  scale.8  There  is  no  major  vertical  or  horizontal  integra- 
tion in  this  industry,  which  is  also  true  for  the  majority  of  the  service 
industry.9 

Moreover,  equity  requirements  for  investment  in  a nursing  home 
have  been  minimal  in  the  past  (McCaffree  ef  a/,  1978;  Baldwin,  1980). 
Little  special  skill  is  required  to  become  a nursing  home  operator 
(U.S.  Senate  Subcommittee  on  Long-Term  Care,  1976).  Unlike 
hospitals,  nursing  homes  have  not  sought  accreditation  from  the  Joint 
Commission  on  Accreditation  of  Hospitals  which  also  covers 

7 The  reader  may  consult  the  Yellow  Pages  of  the  telephone  directory  in 
most  large  cities  or  such  magazines  as  the  Washingtonian  or  New  York 
Magazine. 

8 One  possibility  to  note  is  that  increasing  regulation  may  be  bringing  about 
economies  of  scale  for  dealing  with  the  regulation.  Merrill  Lynch  (1979) 
argues  that  one  explanation  for  the  increasing  size  of  the  average  nursing 
home  and  the  growth  of  nursing  home  chains  is  that  the  so-called  “Mom 
and  Pop”  operations  can  no  longer  cope  with  the  complexity  and  extent  of 
government  regulations.  Legal  departments  within  chains,  or  a lawyer  on 
retainer  to  a large  home,  are  more  easily  able  to  specialize  in  such  matters. 
The  Life  Safety  Code  is  one  example  of  the  type  of  regulation  that  might 
also  work  to  the  detriment  of  small  firms.  Another  example  is  Certificate  of 
Need,  which  we  will  explore  more  fully  later  in  this  chapter. 

9 McCaffree  ef  al  (1978)  found  that  profitability  did  not  appear  to  be  linked 
with  either  vertical  or  horizontal  integration  in  the  nursing  home  industry. 
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nursing  homes;  95  percent  of  hospitals  are  accredited,  whereas  only 
about  4 percent  of  nursing  homes  are.  Apparently  nursing  homes  see 
no  economic  or  professional  advantage  in  being  accredited  (Fraun- 
dorf,  1977). 

Prior  to  the  enactment  of  certificate  of  need  (CON)  legislation  in 
1972,  the  only  barrier  to  entry  into  the  nursing  home  industry  was 
licensure.  In  the  majority  of  States,  it  was  not  difficult  or  expensive 
to  obtain  a license  to  open  and  operate  a nursing  home  (Linder 
Secretary’s  Task  Force  on  Long-Term  Care,  1980).  Certificate  of 
need  represented  the  first  major  barrier  to  entry  into  this  industry 
and  seems  to  have  had  an  impact  upon  the  conduct  and  per- 
formance of  nursing  homes.  We  analyze  the  effects  of  CON  in  the 
sections  that  follow. 

Market  Conduct 

The  Determinants  of  Price  and  Output 

Basically,  the  prices  offered  to  private  patients  are  set  in  a manner 
identical  to  the  prices  offered  to  the  consumers  of  household  appli- 
ances, for  example,  or  to  the  consumers  of  the  product  or  service 
of  any  monopolistically  competitive  industry.  Price  is  set  where 
marginal  revenue  equals  marginal  cost  in  the  case  of  for-profit 
providers,  and  probably  where  average  revenue  equals  average  cost 
in  the  case  of  non-profit  providers,  depending  upon  non-profit 
objectives.  The  providers  of  nursing  home  care  are  “price  takers” 
for  public  patients;10  with  cost  or  cost-plus  forms  of  government 
reimbursement,  the  price  taken  becomes  endogenous  to  some 
nursing  home  firms.  Flat  rate  forms  of  reimbursement  are  exogenous 
to  the  firm.  The  level  of  public  reimbursement  determines  how  many 
patients  will  be  admitted  to  the  nursing  home,  and  if  rates  are  set 
too  low,  few,  if  any,  public  patients  will  be  admitted. 

In  the  absence  of  controls,  it  is  assumed  that  markets  will  clear 
via  the  equilibrating  mechanism  of  the  price  system:  no  shortage 
or  surplus  could  exist  in  the  long  run.  The  dual  pricing  mechanism 
in  the  nursing  home  market  allocates  beds  between  private  and 
public  patients,  and,  in  the  short  run,  all  of  the  public  patients  de- 
manding care  conceivably  might  not  receive  it.  Therefore,  we  can 
speak  of  a “shortage”  of  beds  for  the  residual  public  patients. 


10  There  is  the  possibility  that  nursing  homes  might  collude,  tacitly  or 
otherwise,  to  raise  their  reimbursement  rates  or  to  influence  the  legislative 
process  in  their  favor.  To  the  author’s  knowledge,  no  work  has  been  done 
on  this  potential  problem.  Nursing  home  associations  do  lobby,  but  legal 
cases  or  data  on  such  practices  as  price  coordination,  price  leadership,  or 
price  following  are  difficult  to  find. 
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Shortages  and  Lack  of  Equilibrium 

In  the  analysis  of  Chapter  XVI,  we  made  the  public  patient  residual 
a function  of  the  reimbursement  rate  that  the  government  was  willing 
to  pay.  Here  we  wish  to  develop  further  the  mechanics  of  the 
reimbursement  system  as  it  exists  under  the  Medicaid  program. 

For  each  of  the  54  State  and  territorial  Medicaid  jurisdictions, 
we  can  write: 

temb  = (Bm-R)  (1-f) 

Bm  = f ( R,e,Qp  ( Pv )) 

where  T£UB  is  total  State  expenditures  on  Medicaid  beds, 

Bm  is  Medicaid  beds  supplied, 

R is  the  public  rate  paid  per  bed, 
t is  the  share  paid  by  the  Federal  government, 
e is  the  patient  eligibility  criterion,  and 
0P  is  the  quantity  of  private  beds  demanded,  which  is  a 
function  of  the  private  price,  Pv. 11 

For  the  moment,  we  assume  that  planning  agencies  and  certificate 
of  need  legislation  do  not  exist.  The  State  decides  how  much  of  its 
budget  it  will  allocate  to  Medicaid  nursing  home  beds  (TEifB)  and 
then  could  set  a perfect  combination  of  the  rate  (R)  and  the  eligibility 
criterion  (e)  such  that  the  market  would  clear  and  there  would  be  no 
shortage  of  Medicaid  beds  or  private  beds,  according  to  the  eco- 
nomic definition  of  shortage.  In  practice,  it  would  be  difficult  for  54 
separate  entities  to  make  such  a perfect  estimation  of  R and  e;  even 
if  they  could,  there  could  still  be  a shortage  for  both  private  and 
Medicaid  patients,  according  to  the  planning  definition,  based  on 
need.  If  the  eligibility  criterion  (e)  were  set  too  broadly,  there  could 
be  a shortage  according  to  both  the  economic  definition  and  the  plan- 
ning definition.12  Whatever  the  case,  it  remains  true  that  R and  e 
may  be  essentially  established  in  a normative  context. 


11  We  would  assume  that,  in  most  cases,  0B)f/0Qp  < 0,  and  0S1//0e  > 0. 

12  This  could  happen  in  the  short  run  because  all  of  the  public  eligibles 
face  a subsidized  price,  but  some  of  them  would  be  denied  entry  into  nursing 
homes  due  to  the  fact  that  operators  of  nursing  homes  set  output  decisions 
according  to  the  criteria  developed  in  Chapter  XVI.  If  R were  set  high 
enough,  the  economic  shortage  would  disappear  in  the  long  run,  as  operators 
expanded  capacity.  In  fact,  there  are  losses  to  the  State  from  errors  on  either 
side  of  the  “correct”  R.  This  is  important,  because  if  losses  from  over- 
estimating R were  negligible,  the  shortage  problem  would  be  easily  soluble. 
However,  it  is  not  at  all  clear  that  the  States’  loss  function  is  at  a minimum 
at  the  value  of  R at  which  excess  demand  is  exactly  zero.  Given  the  oppor- 
tunity cost  to  the  State  of  expenditures  on  nursing  home  care,  the  optimal 
amount  of  excess  demand  from  the  States’  perspective  may  be  positive. 
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Figure  XVI 1—1  illustrates  the  shortage  problem.  The  length  of  the 
lines  ZMEMR  or  Z'M'EMR'  is  a function  of  the  public  eligibility  cri- 
terion; ZM  could  represent  one  set  of  public  eligibles.  Likewise,  the 
height  of  the  lines  ZMEMR  or  Z'M'EMR'  is  a function  of  the  public  rate 
paid  per  bed;  ZM  would  represent  a higher  public  reimbursement 
rate  than  Z'M'.  With  ZM  public  bed  days  demanded  (or  “needed”  in  a 
planning  sense)  and  at  a public  rate  of  Rlt  Qj  bed  days  would  be 
produced,  of  which  OQz  would  go  to  private  patients  and  QZQX  to 
public  patients;  there  would  be  an  economic  and  planning  shortage 
of  QiOj/  bed  days.13  The  shortage  would  be  even  greater  if  eligi- 
bility criteria  were  broadened  and  the  line  ZM  became  longer.  If  the 
public  rate  were  lowered  to  R2  and  eligibility  remained  constant  by 
the  length  ZM,  the  new  equilibrium  output  would  be  002  bed  days, 
of  which  private  patients  would  receive  OQ'z,  and  public  patients 
Q'zQ2.  Private  patients  would  replace  public  patients  and  the  queue 
of  public  patients  not  receiving  bed  days  would  become  even  longer, 
by  the  amount  Q.jQj,  + Qj/QV  The  only  way  in  which  this  situation 
could  be  ameliorated,  from  the  point  of  view  of  public  patients,  is  if 
the  supply  curve  of  bed  days  were  to  shift  outward,  the  private  de- 
mand curve  for  bed  days  were  to  shift  inward,  or  the  public  rate 
were  to  rise  until  ZM  bed  days  were  provided. 

At  equilibrium  (Ru  QJ,  State  expenditures  on  bed  days  would  be 
QzQi  • R1  (1  — f)  and  at  equilibrium  ( R 2,  Q2)  they  would  be  Q'?,Q> 
• R2  (1  - t).  If  the  State  budget  constraint  for  nursing  home  public 
bed  days  is  set  exogenously  as,  for  example,  some  percentage 
of  total  tax  revenues  received,  then  e and  R may  be  manipulated  as 
policy  variables  to  meet  that  constraint.  On  the  other  hand,  if  the 
State  budget  constraint  for  nursing  home  public  bed  days  is  subject 
to  debate  and  competes  with  other  public  expenditures  such  as 
education  and  highways,  e and  R may  be  set  in  a normative  context.14 

In  this  respect,  one  aspect  of  the  political  and  normative  atmos- 
phere which  is  often  ignored  is  the  possibility  that  a State  Medicaid 
jurisdiction  may  only  allow  the  Federal  minimum  eligibility  criteria,  or 
even  exceed  the  Federal  minimum,  but  have  low  effective  eligibility 
due  to  a failure  to  advertise  eligibility  and/or  due  to  beneficiary 


13  Another  definition  of  “planning  shortage”  could  be  that  quantity  demanded 
at  zero  price.  Thus,  while  the  economic  shortage  (excess  demand)  would  be 
QiQx  at  R = Ri,  the  planning  shortage  would  be  Qi  to  that  point  where 
N Dp+md  touched  the  horizontal  axis. 

14  Also,  Federal  restrictions  affect  how  these  policies  are  set,  and  there 
are  multiple  goals  regarding  access  and  quality,  as  well  as  cost,  so  that 
manipulations  of  e and  R may  not  be  able  to  achieve  expenditure  control 
without  a shortage. 
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FIGURE  XVII-1 

Public  Shortages  of  Nursing  Home  Be<j6 
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ignorance. ir>  Not  much  work  has  been  done  on  this  potential  problem, 
but  Table  XVII— 7 illustrates  its  possible  magnitude.  In  a sample  study 
of  3,400  of  Washington  State’s  546,000  elderly,  60  and  above,  re- 
searchers found  that  a large  proportion  were  unaware  of  services 
available  to  them  under  the  various  State  programs.  What  is  equally 
interesting  is  the  high  percentage  of  those  previously  unaware  who 
said  that  they  would  now  use  the  services;  this  was  particularly  true 
for  those  persons  with  three  or  more  chronic  illnesses.  For  instance, 
41.4  percent  said  that  they  would  use  homemaker  and  home  health 
services,  39.4  percent,  visiting  nurse  services,  and  32.2  percent, 
at-home  physical  therapy.  These  could  be  three  relatively  expensive 
additional  services  to  provide.  If  all  the  “unaware”  who  would  use 
the  service  actually  did,  it  could  significantly  enlarge  Washington 
State’s  Medicaid  budget.  One  can  only  speculate  on  the  extent  to 
which  the  national  aggregate  Medicaid  budget  could  be  enlarged  if 
similar  dormant  demand  exists  and  were  activated  in  other  States. 

Finally,  S (the  supply  function)  may  become  a policy  variable  if  e 
and  R are  politically  sensitive,  and  no  suitable  substitutes  for  nursing 
home  bed  days  exist  or  can  be  funded  by  the  public  sector.  Return- 
ing to  Figure  XVII— 1 , consider  the  vertical  supply  curve  S'(MC). 
Certificate  of  need  regulations  (the  full  outcome  of  which  we  will 
shortly  discuss)  could  result  in  the  production  of  OQ8  bed  days  by 
individual  nursing  home  firms.10 

If  the  nursing  home  firm  depicted  in  Figure  XVI-1  is  representative 
of  firms  in  the  State,  then  certificate  of  need  would  create  a 

n 

state-wide  shortage  of  ^ (OsQj ih  bed  days,  according  to  the 

i = 1 

planning  definition  of  shortage  (that  is,  the  aggregation  of  the  differ- 
ences between  the  quantities  demanded  and  the  quantities  supplied 
for  all  of  the  nursing  homes  in  the  State,  at  the  rate  and  eligibility 
criteria  established  by  the  State). 

Scanlon  (1980)  has  found  empirically  that  there  is  excess  demand 
for  nursing  home  beds,  but  this  is  due  to  the  subsidy  inherent  in 
Medicaid  and  the  fact  that  a smaller  subsidy  is  extended  to  other 
forms  of  long-term  care.  Vladeck  (1980)  implicitly  argues  that  there 
is  a shortage  of  nursing  home  beds,  largely  because  other  forms  of 


15  Although  the  following  example  pertains  to  the  Medicare  program,  it  is 
instructive,  nonetheless.  In  a personal  communication,  the  author  was 
informed  by  a member  of  the  Marketing  Department  at  the  Kellogg  School  of 
Northwestern  University  that,  after  careful  study,  it  was  his  considered 
opinion  that  an  elderly  individual  would  have  to  be  able  to  read  at  approxi- 
mately the  12th  grade  level  to  understand  the  “Medicare  Handbook”  currently 
distributed  to  the  elderly  (a  level  at  which  only  25  percent  of  elderly  individ- 
uals are  likely  to  read). 

16  This  assumes  that  some  services  or  even  some  beds  can  be  considered 
to  be  included  under  variable  costs. 
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long-term  care  are  not  as  heavily  subsidized  and  because  of 
problems  of  geographical  and  financial  access.  But  to  the  extent 
that  public-pay  consumers  receive  some  amount  of  subsidy  for 
nursing  home  care  or  its  alternatives,  and  producers  receive  a 
public  rate  that  only  covers  average  costs,  the  long-term  care 
market  will  be  out  of  equilibrium  and  there  will  be  shortages, 
according  to  the  economic  definition.17  This  implies  some  measure 
of  market  power  on  the  part  of  the  sellers  of  nursing  home  services, 
even  though  there  are  many  of  them. 

The  Effects  of  Certificate  of  Need  Regulations 

By  1979,  every  State  had  passed  certificate  of  need  legislation. 
Alarmed  by  the  rapid  and  seemingly  uncontrollable  escalation  in 
health  care  costs,  the  States  and  the  Federal  government  sought  to 
control  the  building  of  new  health  care  facilities  and  the  purchase 
of  new  equipment  by  refusing  to  reimburse  health  care  provided 
in  facilities  which  had  not  first  obtained  a certificate  of  need  before 
building  or  purchasing  additional  equipment. 

Certificate  of  need  (CON)  is  essentially  a barrier  to  entry  into 
a market.  This  kind  of  regulation  is  founded  upon  a basic  premise 
that  markets  do  not  work  “properly,”  and  that  institutionally- 
certified  need,  rather  than  the  price  mechnism,  should  perform  the 
allocatory  function.  CON  is  seen  to  be  necessary  in  the  health  care 
market  because  consumer  demand,  underwritten  by  health  insurance, 
gives  different  market  signals  than  if  the  consumer  paid  much  of  the 
cost  out  of  his  or  her  own  pocket.  As  a consequence,  much  larger 
amounts  of  health  care  are  consumed  than  would  be  the  case  in  the 
absence  of  insurance.  It  could  be  argued  that  such  a rationale  is 
more  convincing  in  the  hospital  sector  where  health  insurance  covers 
85  percent  of  the  bill  (See  Newhouse,  1978  and  1981)  than  it  might 
be  for  the  nursing  home  sector,  where  there  is  little  private  health 
insurance  coverage.  However,  there  is  a significant  amount  of  social 
insurance  for  nursing  home  care  built  into  the  Medicaid  program. 

Economic  theories  of  regulation  hypothesize  certain  outcomes  that 
are  usually  inimical  to  the  public  interest  (Stigler,  1971).  One,  the 
“capture  theory,”  asserts  that  regulators  are  ultimately  captured  by 
the  industry  which  they  regulate.18  While  this  process  of  capture 
need  not  necessarily  be  overt,  it  seems  natural  that  regulators  who 
come  into  daily  contact  with  an  industry  would  better  understand  its 


17  In  the  short  run,  the  economic  shortage  would  disappear  if  S ( MC ) 
crossed  the  EMR  curve  at  point  M in  Figure  XVII— 1 . There  could  always  be 
shortages,  according  to  the  planning  definition. 

18  According  to  this  theory,  the  regulators  do  regulate  after  they  have  been 
captured.  However,  they  no  longer  regulate  in  the  public  interest,  but  rather 
in  the  interest  of  existing  firms. 
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problems  and  become  sympathetic  toward  them.  Frequent  contact 
with  industry  executives  in  the  course  of  the  regulatory  process, 
and  a narrowing  of  the  mental  focus  on  the  regulation  of  the  industry 
to  the  exclusion  of  other  concerns,  creates  an  atmosphere  where  it 
becomes  easier  for  the  regulators  to  identify  with  the  industry  and 
to  end  up  being  concerned  primarily  with  its  welfare.19 

One  of  the  pieces  of  circumstantial  evidence  often  used  in  support 
of  the  capture  theory  is  that  the  regulated  themselves  often  vocifer- 
ously lobby  for  and  support  regulation.  For  example,  when  the  Civil 
Aeronautics  Board  began  the  initial  steps  to  deregulate  the  airline 
industry,  it  was  the  airlines  themselves  that  posed  the  most 
objections. 

Another  more  general  theory  of  regulation  is  the  “political- 
economic  theory”  (Noll,  1975).  Its  basis  is  the  fundamental  asymme- 
try between  the  information  that  the  regulated  industry  possesses 
and  that  which  is  available  to  the  regulatory  agency.  Moreover, 
the  interests  of  the  regulated  industry  are  sharply  focused  on  its  own 
narrow  concerns,  whereas  the  consumers  of  its  product  or  service 
have  diverse  interests  in  that  they  also  consume  many  other  products 
and  services.  Because  of  its  narrowed  focus,  the  regulated  industry 
can  devote  more  time  and  energy  to  pursuing  its  intrests  by  influenc- 
ing legislators,  regulators,  and  even  its  consuming  public. 

Finally,  Grabowski  (1976)  has  pointed  out  another  asymmetry  that 
exists  in  the  regulatory  process;  his  insight  might  be  labelled  the 
“risk”  theory.  The  bureaucrat  who  inadvertently  allows  Thalidomide 
to  slip  through  the  regulatory  screen  will  be  remembered;  however, 
he  will  incur  little  criticism,  except  from  the  industry,  for  demanding 
extremely  thorough  testing  of  a new  drug.  Likewise,  nursing  home 
fires  attain  widespread  publicity  and  recrimination  for  supposedly 
lax  regulators. 

Given  these  generally-accepted  theories  and  the  empirical  evi- 
dence which  gives  credence  to  them,  the  literature  in  economics 
tends  to  take  a dim  view  of  the  ultimate  efficacy  of  most  forms  of 
regulation.  Certificate  of  need  regulation  for  hospitals  and  nursing 
homes  has  been  studied,  and  the  outcome  of  this  regulation  has 
likewise  been  questioned. 

In  a much-cited  study  that  attempted  to  assess  the  impact  of  CON 
regulations  on  hospital  investment,  costs,  and  use  from  1968  to 
1972,  Salkever  and  Bice  (1979)  found  that  CON  “.  . . did  not  signifi- 
cantly affect  total  investment  by  hospitals  but  did  alter  its  composi- 


19  In  this  respect,  it  is  interesting  to  note  that  it  is  the  practice  of  the 
United  Nations  and  its  sister  agencies  not  to  leave  their  personnel  in  any  one 
country  for  too  long  a period  of  time,  on  the  grounds  that  U.N.  personnel 
tend  to  begin  representing  the  host  country’s  views  and  objectives  rather 
than  those  of  the  U.N. 
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tion.”  In  effect,  the  supply  of  hospital  beds  grew  at  a slower  rate 
than  would  have  been  expected  in  the  absence  of  CON  regulations, 
but  hospital  plant  assets  grew  at  a faster  rate.  They  also  found  that 

. . no  significant  savings  in  hospital  costs  were  achieved  through 
certificate-of-need  programs.”  Any  savings  that  were  achieved 
through  lower  admission  rates  and  total  hospital  days  due  to  the 
slower  growth  of  the  bed  supply  were  dissipated  in  the  upgrading  of 
the  style  of  care  through  the  use  of  sophisticated  new  technologies. 

In  another  study,  Sloan  and  Steinwald  (1980)  examined  the  effects 
of  regulation  on  hospital  costs  and  input  from  1969  to  1975.  Their 
evidence  suggested  “.  . . that,  as  a group,  regulatory  programs  did 
not  meaningfully  contain  hospital  costs  during  the  first  half  of  the 
1970’s.”  They  conceded  that  this  effect  may  be  due  to  the  fact  that 
CON  is  a “piecemeal”  form  of  regulation.  Present  evidence  also 
suggests  that  even  more  comprehensive  forms  of  regulation  would 
not  have  achieved  regulatory  goals  in  the  long  run. 

To  determine  the  effects  of  certificate  of  need  in  the  nursing 
home  sector,  Scanlon  and  Feder  (1980)  conducted  an  exhaustive 
set  of  interviews  with  Medicaid  officials  in  eight  States:  California, 
Colorado,  Georgia,  Massachusetts,  New  Jersey,  New  York,  Ten- 
nessee, and  Washington.  Approximately  40  percent  of  all  Medicaid 
nursing  home  expenditures  in  1977  occurred  in  these  States. 
Research  centered  upon  the  following  issues:  (1)  the  State’s  methods 
and  objectives  in  applying  CON  regulations  to  nursing  homes, 
(2)  problems  faced  in  achieving  their  objectives,  and  (3)  the  con- 
sequences of  the  policies  adopted  for  the  availability  and  use  of 
nursing  home  beds. 

Scanlon  and  Feder  emphasize  that  they  are  cautious  about  making 
global  statements  on  these  questions  due  to  the  varying  intensity  of 
their  interviews  in  only  eight  States,  and  they  prefer  to  analyze  the 
experience  in  each  State.  But,  the  reader  may  draw  certain  general 
conclusions  from  their  interviews  and  their  analysis. 

Their  findings  indicate  that  CON  has  been  successful  in  limiting 
the  supply  of  nursing  home  beds  and  that  the  States  use  CON 
primarily  as  a tool  to  limit  their  total  expenditures  on  nursing  home 
care.  However,  there  are  a number  of  ways  in  which  a State  may 
limit  its  expenditures  on  long-term  care  or  nursing  home  care.  As 
shown  earlier  in  this  chapter,  a State  may  define  strict  eligibility 
requirements  and  thereby  limit  the  number  of  eligibles  or  set  its 
payment  rate  per  patient  at  a low  level.20  Finally,  it  might  use 
certificate  of  need  legislation  to  strictly  limit  the  supply  of  beds 
available. 


20  It  should  be  noted  that  Section  249  of  Title  XIX  of  the  Social  Security 
Act  creates  problems  of  uncertainty  for  the  States  about  what  it  does  or  does 
not  allow. 
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Scanlon  and  Feder  ask  the  logical  question  of  why  States  seem  to 
prefer  CON  to  the  other  possible  methods  of  limiting  expenditures. 
Based  upon  their  interviews,  one  may  infer  that  the  “political- 
economic”  and  “risk”  theories  of  regulation  explain  this  phenomenon 
in  large  part.  Certificate  of  need  regulation  is  a more  subtle  and  a 
less  visible  form  of  expenditure  limitation;  as  such,  it  offers  a greater 
chance  of  avoiding  public  controversy.  Ultimately  the  market 
mechanism  might  replace  homes  that  had  gone  out  of  business 
because  of  rates  set  at  too  low  a level  for  some,  but  the  transitional 
risk  is  seen  by  State  governments  to  be  too  great  politically.  Limiting 
eligibility  could  also  invite  public  controversy.  With  CON,  it  is 
possible  to  pay  higher  rates  per  patient  and  still  have  lower  total 
State  expenditures  on  nursing  homes  than  without  it. 

In  the  Scanlon-Feder  analysis,  CON  produces  winners  and  losers. 
If  CON’s  only  objective  is  to  hold  down  total  expenditures  on 
nursing  homes,  the  State  wins.  If,  however,  one  considers  expendi- 
tures in  relation  to  services  provided,  the  State  may  not  win  because 
CON  does  not  ensure  the  provision  of  quality  services,  even  at  high 
rates  per  patient.  Scanlon  and  Feder  found  that  nursing  home 
operators,  and  associations  representing  them,  clearly  recognized 
the  value  of  the  barriers  to  entry  which  CON  imposes.  They  observe 
that  “.  . . whatever  losses  in  efficiency  CON  restrictions  impose  on 
the  State  are  gains  in  revenue  and  security  to  nursing  home 
operators.  The  monopoly  power  CON  restrictions  create  is  appar- 
ently far  more  valuable  to  these  operators  than  [the  expected  value 
of]  any  new  investment  they  might  forego.” 

Finally,  it  would  appear  that  nursing  home  patients  are  net  losers 
compared  to  nursing  home  operators  and  the  States.  Because  CON 
reduces  competition,  private  patients  probably  pay  more  than  they 
would  if  there  were  competition,  and  they  also  have  fewer  choices. 
Public  patients  have  less  access  to  care,  and  CON  reinforces  the 
incentive  for  nursing  home  operators  to  choose  relatively  less  difficult 
cases  over  the  more  difficult. 

Research,  Innovation,  and  Legal  Tactics 

We  will  only  briefly  touch  upon  the  other  aspects  of  this  industry 
which  affect  market  conduct.  Research  and  innovation  do  not 
presently  seem  to  be  important;  however,  no  data  exist  on  this 
point.  One  could  reasonably  suspect  that,  with  the  proper  financial 
incentives,  more  effort  would  be  given  to  finding  ways  to  rehabilitate 
patients  in  nursing  homes  and/or  make  their  lives  more  fulfilling. 
Again,  this  pertains  to  the  provision  of  quality  care  and  all  its 
attendant  problems.  Finally,  legal  tactics  are  largely  employed 
against  threats  of  lower  reimbursement  rates  or  pieces  of  legislation 
that  the  industry  fears  will  be  detrimental  to  its  financial  interests 
(Scanlon  and  Feder,  1980). 
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Market  Performance 


The  Problem  of  Quality 

For  the  most  part,  the  economic  models  in  Chapter  XVI  also 
assumed  product  or  service  homogeneity.  One  hotel  room  bought 
from  a major  chain  will  not  be  much  different  in  quality  from  a com- 
parably priced  room  bought  from  another;  the  competition  for  buyers 
assures  this  outcome.  Yet,  an  examination  of  the  market  structure 
of  the  nursing  home  industry  has  revealed  that  the  consumers  of 
nursing  home  services  have  little  information  and  limited  capacities 
for  choice  and  mobility.  If  government  is  an  inefficient  or  indifferent 
surrogate  buyer  of  nursing  home  services  for  its  consumers,  then 
nursing  home  quality  becomes  a dimension  of  nursing  home  output 
which  the  operator  may  be  able  to  manipulate. 

In  our  diagrammatic  exposition  of  Chapter  XVI,  the  manipulability 
of  product  quality  would  result  in  a lowering  of  the  cost  curves  if 
the  public  rate  were  exogenous  to  the  firm’s  cost  structure,  or,  with 
cost-based  forms  of  reimbursement,  a falsification  and/or  a manipu- 
lation of  the  costs  entering  into  the  reimbursement  formula.  Again, 
the  price  and  output  decisions  of  providers  would  be  determined  by 
the  marginal  revenue  equals  marginal  cost  or  average  revenue 
equals  average  cost  rules  for  the  for-profit  and  non-profit  providers, 
respectively.  However,  "bad”  bed  days,  rather  than  “good”  bed  days, 
could  now  be  produced.21 

Indeed,  flat  rate  forms  of  government  reimbursement  give  the 
for-profit  entrepreneur  an  even  greater  incentive  to  minimize  cost 
or  severely  reduce  quality  than  he  or  she  would  have  under  normal 
market  conditions  because  in  a competitive  market,  the  product  or 
output  for  all  firms  is  homogeneous.  In  a service  industry  that  is  not 
confronted  with  the  usual  market  demand  constraints,  it  is  easier 
to  adjust  the  quality  dimension  of  the  service  provided.  Even  a 
cost-related  system  of  reimbursement  does  not  assure  the  quality 
dimension  of  output;  costs  can  be  manipulated  to  maximize  profits 
rather  than  to  pay  for  the  inputs  technically  necessary  to  provide 
some  level  of  “adequate”  care. 

Hence,  the  reimbursement  system  can  offer  incentives  to  operators 
to  provide  a certain  level  of  care  to  nursing  home  residents  or,  in  the 
absence  of  sufficient  or  attainable  incentives,  government  can 
draft  regulations  and  enforce  them  vigorously.  Such  regulations  by 
themselves  will  not  ensure  the  desired  quality  and  level  of  output, 
even  when  enforced  vigorously,  if  the  level  of  reimbursement  is 
not  sufficient  to  attain  a fair  rate  of  return  on  investment. 


21  Here  “bad”  or  “good”  days  would  be  defined  relative  to  some  publicly 
determined  norm. 
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Ruchlin  (1977)  believes  that  the  regulatory  process  in  long-term 
care  has  failed  to  achieve  its  major  objectives.  He  groups  the 
causes  of  this  failure  under  two  broad  headings,  the  characteristics 
of  the  regulatory  process  itself  and  structural  barriers.  Inadequate 
financing  of  the  enforcement  process  and  a lack  of  objective  criteria 
of  quality  to  be  enforced  make  the  outcome  of  regulation  in  long- 
term care  problematic.  Moreover,  bureaucratic  apathy,  the  circuitous 
nature  of  the  legal  process,  and  the  political  influence  of  the  regu- 
lated hinder  the  regulatory  process.  Ruchlin  sees  the  fragmentation 
of  agency  responsibility  and  the  shortage  of  beds  as  structural 
barriers.  He  cites  the  fact  that  in  most  States  a facility  is  licensed 
and  inspected  by  one  agency,  paid  by  another,  and  sent  residents 
by  still  another.  The  shortage  of  beds  impedes  efforts  to  close 
facilities  that  grossly  neglect  quality  to  the  physical  and  mental 
detriment  of  their  inhabitants. 

Table  XVII— 8 contains  a compilation  made  by  the  Senate’s  Sub- 
committee on  Long-Term  Care  on  the  incidence  of  the  most  common 
complaints  against  nursing  homes  as  reported  in  general  newspaper 
investigations.  While  it  is  true  that  newspapers  have  made  similar 
anecdotal  allegations  about  insurance  companies,  auto  repair  firms, 
home  repair  companies,  and  a variety  of  other  suppliers  of  goods  and 
services  to  the  general  population,  these  allegations  must  be 
weighed  more  carefully  in  the  nursing  home  industry  due  to  the 
debility  and  consequent  immobility  of  the  consumer  of  its  services. 
In  its  report,  the  Subcommittee  lists  a “Litany  of  Nursing  Homes 
Abuses:” 

I.  Abuse  and  Poor  Treatment. of  Patients 

II.  Deliberate  Physical  Injury 

III.  Unsanitary  Conditions 

IV.  Poor  Food  or  Poor  Preparation 

V.  Misappropriation  and  Theft 

VI.  Inadequate  Control  of  Drugs 

VII.  Other  Hazards  to  Life  and  Limb 

VIII.  Unauthorized  or  Improper  Use  of  Restraints 

IX.  Reprisals  Against  Those  Who  Complain 

X.  Lack  of  Eye  Care,  Dental  Care  and  Podiatry 

XI.  Assaults  on  Human  Dignity 

XII.  Profiteering  and  Cheating  the  System  22 

Even  though  much  of  this  information  is  anecdotal,  the  constant 
publicity  about  nursing  home  abuse  and  inadequate  patient  care 
over  the  last  few  years  implies  that  nursing  home  providers  do  have 

22  Interestingly,  Section  XII  of  the  report  begins  with  the  sentence:  “The 
Subcommittee  received  far  fewer  examples,  comparatively,  of  profiteering  and 
abuse  of  the  system  than  it  received  of  patient  abuse.” 
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the  General  Newspaper  Investigations 
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some  measure  of  market  power  that  insulates  them  from  the  kind 
of  competition  that  occurs  in  other  markets  where  there  are  many 
buyers  and  sellers.23 

Most  empirical  studies  of  nursing  home  quality  have  used  input 
measures,  such  as  the  number  of  registered  nurses  or  the  number  of 
patient  contact  hours.  While  these  input  measures  give  some  indi- 
cation of  quality,  they  are  nonetheless  inferior  to  true  output  meas- 
ures. No  one,  as  yet,  has  been  able  to  measure  government’s  con- 
tribution to  the  quality  of  output,  but  Fraundorf  (1977)  contends  that 
some  indication  is  given  in  examining  the  process  by  which  this 
monopsonistic  buyer  has  attempted  to  affect  the  quality  of  care  for 
both  public  and  private  patients.  He  analyzes  the  “confusing  array 
of  regulations’’  and  how  they  have  multiplied  and  changed  over 
time,  and  also  how  they  have  become  diluted  by  HEW  (now  HHS) 
policies.  His  conclusion  is  that:  “.  . . Medicare  and  Medicaid  regula- 
tions . . . would  do  little  to  increase  the  quality  of  patient  care.” 
The  Senate  study  described  enforcement  efforts  as  “haphazard, 
fragmented,  and  generally  inadequate”  (U.S.  Senate  Subcommittee 
on  Long-Term  Care,  1976).  However,  one  government  source  believes 
that  “impressionistic  evidence  suggests  that  regulatory  initiatives  by 
Federal  and  State  governments  have  improved  the  quality  of  care 
in  nursing  homes  in  recent  years”  (HCFA,  Office  of  Legislation  and 
Policy,  1981). 

Profitability  and  Growth 

There  have  been  many  allegations  of  excessive  profits  in  the 
nursing  home  industry  (Mendleson,  1974;  Townsend,  1971;  Moreland 
Commission,  1976)  and  questions  about  the  bed  supply.  As  part  of 
this  section,  we  make  a theoretical  and  an  empirical  effort  to  examine 
the  question  more  carefully.24 

Any  investment  decision  can  be  characterized  as  one  in  which  an 
individual  gives  up  a certain  amount  of  wealth  in  one  time  period 
to  secure  a greater  amount  of  wealth  in  a future  time  period.  A 
rational  risk-neutral  investor  makes  that  decision  on  the  basis  of  the 
expected,  internal,  real  rate  of  return  on  the  investment.  Basically, 
the  internal,  real  rate  of  return  calculation  yields  information  not 


23  In  this  same  vein,  there  have  been  many  complaints  about  the  so-called 
“Medigap”  problem.  In  the  health  insurance  market,  there  are  also  many 
buyers  and  sellers,  but  it  has  been  alleged  that  sellers  take  advantage  of 
elderly  consumers’  ignorance  of  their  Medicare  coverage  and  sell  them  health 
insurance  supplementary  to  Medicare  that  is  in  excess  of  what  they  would 
buy  if  they  were  well-informed,  and  that  in  many  cases  this  insurance  is 
actuarially  unfair.  Recently,  Congress  has  passed  legislation  that  may  ame- 
liorate this  alleged  abuse. 

24  Chapter  XVI  has  already  dealt  with  the  short  run  theoretical  considera- 
tions and  Chapter  XVIII  will  expand  more  fully  on  reimbursement  issues. 
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only  on  whether  an  investment  will  be  profitable,  but  also  on  by 
how  much  more  or  less  than  the  prevalent  interest  rate.25 

The  internal  real  rate  of  return  calculation  can  be  expressed  as 
follows: 


where  Y0 


Rt  ~ Ct 
(1  + /)* 


+ 


S 

(1  + i)n 


the  initial  investment  sum, 


(D 


/ = the  internal  real  rate  of  return, 

t = the  number  of  years  that  the  investment  would  be  in 
existence, 

R,  = receipts  received  in  period  t, 

Ct  = outlays  incurred  in  period  t, 

n = productive  life  of  an  investment,  and 

S = the  salvage  value  of  the  investment  after  n time  periods. 


It  is  assumed  that  R,  C,  n,  and  S are  known,  or  can  be  empirically 
estimated,  and  the  equation  is  solved  for  /.26  Depreciation  may  be 
viewed  as  a non-recurrent  cost  which  would  be  deducted  from  an 
earnings  statement  but  is  not  included  in  an  internal  rate  of  return 
calculation.27 


25  The  two  standard  references  on  this  topic  are  Fisher  (1930)  and  Lutz 
and  Lutz  (1951).  Consideration  of  the  prevalent  interest  rate  is  important  for 
this  reason:  if  the  prevalent  interest  rate  on  a loan  to  a reputable  bank  is 
10  percent,  but  the  internal  real  rate  of  return  on  an  alternative  investment  of 
similar  risk  is  expected  to  be  only  5 percent,  then  at  the  margin,  the  alterna- 
tive investment  would  be  profitable,  but  not  as  profitable  as  making  the  loan 
to  the  bank. 

26  This  formulation  is  somewhat  different,  but  basically  follows  that  of 
McCaffree  et  al  (1978)  and  standard  textbook  treatment. 

27  The  internal  rate  of  return  calculation  ignores  depreciation  for  the  follow- 
ing reasons.  Assume  for  the  moment  a simple  rate  of  interest  of  10  percent 
per  annum  and  no  inflation.  A bank  deposit  of  $10,000  for  five  years  at  10 
percent  per  annum  would  yield  the  following  financial  profile: 

Investment:  $10,000 

Year  12345 

Net  Income:  $1,000  $1,000  $1,000  $1,000  $1,000  = $5,000 

Wealth  at  the  end  of  year  5:  $15,000 

A competing  investment  might  be  in  a machine  which  produces  hats.  This 
machine  has  an  economic  life  of  five  years,  so  that  at  the  end  of  the  five 
years,  it  is  used  up  and  has  no  scrap  value.  For  the  investor  to  be  indifferent 
between  the  bank  deposit  and  the  machine,  the  following  financial  profile 
would  be  necessary: 

Investment  in  the  machine:  $10,000 

Year  12345 

Net  Income:  $1,000  $1,000  $1,000  $1,000  $1,000  = $5,000 

However,  at  the  end  of  five  years,  the  machine  which  originally  cost  $10,000 
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Whether  a person  is  investing  in  a financial  instrument  or  a real 
asset,  he  or  she  is  giving  up  the  use  of  Y0  in  period  1 and  for  the 
full  period  of  the  investment.  What  he/she  is  basically  concerned 
with  is  the  change  in  personal  wealth  at  the  end  of  the  investment 
period. 

Hence,  equation  (1)  expresses  the  essential  relationship  whether 
one  is  considering  a financial  investment  or  a real  investment. 
Assuming  an  initial  Y0  of  $10,000,  in  the  case  of  a bank  deposit, 
S = $10,000,  while  in  the  case  of  a machine,  S = 0. 

The  investor  is  also  interested  in  his  or  her  rate  of  return  after 
taxes.  Some  investments  have  more  favored  tax  aspects  than  others 
and,  under  a progressive  tax  system,  the  real  rate  of  return  on  an 
investment  might  be  low  if  the  investor  is  in  a high  marginal  tax 
bracket  because  the  tax  system  is  steeply  progressive  and/or  be- 
cause income  from  other  sources  is  high.  In  general,  we  can  express 
the  after-tax  real  rate  of  return  as: 

y„  = ± to-w-r)  + (2) 

i.i  0 + /)*  (i  + /)■ 

where  t is  the  investor’s  marginal  tax  rate.  Moreover,  the  tax 
system  does  take  depreciation  into  consideration  as  a cost  of  an 
investment  in  real  assets  as  opposed  to  financial  assets.  Therefore, 
equation  (2)  must  be  modified: 

Y = A [A*  ~ (Ct  + Dt)]  (1  - t)  S 

° h 1 (1  + iV  (1  + i)n  ’ 

where  D is  depreciation  for  tax  purposes. 

The  investor’s  objective  is  to  continue  to  make  investments  until 
he  or  she  has  driven  / to  zero,  and  in  a competitive  economy  where 
resources  are  freely  mobile,  we  would  expect  investor  capital  to  flow 
into  those  industries  which  offer  a high  rate  of  return  and  flow  out 
of  those  industries  where  the  rate  of  return  is  low.  In  equilibrium, 
industries  of  similar  risk  would  offer  similar  rates  of  return. 


would  have  zero  value.  Assuming  straight-line  depreciation,  it  would  dete- 
riorate at  the  rate  $2,000  per  year: 

Year  12345 

Depreciation:  $2,000  $2,000  $2,000  $2,000  $2,000  = $10,000 

Net  Income  and  Depreciation  = $15,000 

Therefore,  if  the  two  investments  are  to  be  equivalent,  gross  revenue  on  the 
hat  machine  would  have  to  be: 

Year  1 2 3 4 5 

Gross  Income:  $3,000  $3,000  $3,000  $3,000  $3,000  = $15,000 

In  the  above  example,  the  net  change  in  investor  wealth  at  the  end  of  five 
years  would  be  $5,000,  whether  the  initial  $10,000  had  been  invested  in  a 
bank  deposit  or  in  a hat-making  machine. 
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The  comparative  statics  of  this  process  are  illustrated  in  Fig- 
ure XVII— 2,  which  shows  a monopolistically  competitive  setting  for 
one  group  (Group  A)  of  three  firms  (Firms  1 , 2,  and  3;  Firm  4 will  enter 
the  analysis  shortly)  and  also  depicts  one  firm  in  a competitive  set- 
ting. Initially,  the  competitive  firm  in  industry  B and  firms  like  it  are 
only  earning  normal  profits.28  One  of  the  firms  in  the  monopolistically 
competitive  group  (Firm  2)  is  also  earning  normal  profits,  while 
Firms  1 and  3 are  earning  better  than  normal  profits.  Suppose  now 
any  firm  in  industry  B decided  that  it  would  leave  industry  B and 
penetrate  Firm  1 or  Firm  3’s  market,  as  Firm  4.  For  a marginal  firm 
in  industry  B,  P might  move  to  P'  (because  of  a slight  backward  shift 
in  the  industry  supply  curve)  and  D,  for  Firm  1,  (in  industry  A)  might 
drop  to  D'  because  a new  firm,  Firm  4,  has  lured  away  part  of 
Firm  1’s  market  by  producing  a slightly  different  product.  Firm  4 
is  now  earning  slightly  better  than  a normal  profit.  We  might  also 
expect  other  investors  to  enter  industry  B now  because  greater  than 
normal  profits  are  being  earned  there,  and  more  investors  might 
well  also  enter  industry  A.  In  a dynamic  economy,  prices  and  costs 
shift  continuously,  so  this  process  would  go  on  continually. 

The  nursing  home  industry  is  one  among  many  industries,  and 
capital  is  generally  mobile  in  the  United  States.  Therefore,  investors 
simply  will  not  enter  an  industry  such  as  the  nursing  home  industry 
if  they  can  find  a greater  real  rate  of  return  on  their  capital  else- 
where. Medicare  and,  especially,  Medicaid  represented  a large 
increase  in  the  public  demand  for  long-term  care  as  a merit  good, 
and  investors  responded  to  this  increase  in  public  demand,  particu- 
larly in  the  early  years  of  the  two  programs.  Evidently,  many  in- 
vestors believed  that  they  could  achieve  a higher  real  rate  of  return 
on  their  capital  in  this  sector  than  in  other  sectors  of  the  economy. 

State  and  Federal  government  funds  now  provide  some  57  percent 
of  all  nursing  home  receipts  (see  Table  XVII— 6)  so  that  changes  in 
government  reimbursement  rate  levels  can  have  a profound  effect 
upon  the  revenues  and  thus  the  profitability  of  the  industry.  Changes 
in  government  regulations  can  also  affect  the  cost  side  and  conse- 
quently bring  about  lower  or  higher  rates  of  return.  Indeed,  any 
policy-induced  change  in  any  of  the  terms  in  equation  (3)  can  affect 
the  real  rate  of  return  on  an  investment  in  nursing  home  care  relative 
to  investments  in  other  sectors  of  the  economy.29 

28  In  the  language  of  the  economist,  “normal  profits”  are  those  just  suf- 
ficient to  keep  a firm  in  business  in  the  long  run.  Otherwise,  it  could  place  its 
assets  in  an  interest-bearing  bank  account  and  earn  the  same  rate  of  return 
or  a little  better.  In  a competitive  setting,  the  marginal  firm  earns  zero  excess 
profits  while  inframarginal  firms  may  earn  excess  profits  greater  than  zero. 

29  The  investment  theory  outlined  in  the  previous  pages  is  a pure  theory 
which,  in  practice,  is  modified  by  accounting  conventions  and  the  availability 
of  data  for  use  in  the  computation  of  the  real  rate  of  return.  For  a more 
detailed  discussion,  see  the  Appendix  to  this  chapter. 
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FIGURE  XVII-2 
Competition  Amono  Firms 
and  Industries 

Firms  in  Industry  (or  Group)  A 
(Monopolistically  Competitive) 


Firm  In  Industry  B 
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In  reality,  an  investment  in  nursing  home  care  is  different  from 
most  investments  in  other  forms  of  long-term  care  and  from  an 
investment  in  steel,  precisely  because  government  is  a major  reim- 
bursor  for  nursing  home  care  and  the  government  reimbursement 
rate  is  determined  not  by  market  forces  but  by  regulatory  formulae. 
Following  Baldwin  (1980),  one  definition  of  revenue  on  a nursing 
home  facility  that  houses  only  public  patients  and  that  receives 
cost-based  retrospective  reimbursement  would  be: 

R = CA  + D + I + E (4) 

where  R = revenue, 

CA  = those  operating  costs  which  are  allowable  for  reim- 
bursement, 

D = depreciation,- 
/ = interest  payments  on  debt,  and 

E = the  return  which  the  reimbursement  authorities  allow 
on  owner  equity. 

In  this  formulation,  components  of  cash  revenue  and  cash  expense 
which  offset  each  other  (such  as  nurses’  salaries)  are  netted  out. 
Adding  a time  subscript,  substituting  equation  (4)  into  the  first  term 
of  equation  (3),  adding  a term  for  land  value  (L),  and  collecting  terms 
yields: 

= V (/j  + Ef  + °At  ~ Cf)  (1  “ t)  s d ~ t)  + L (1  - T) 
t=  i (i  + i)t  h (1  + /)*  0 + i)n 

(5) 

Equation  (5)  represents  the  fundamental  formula  for  computing  an 
internal  real  rate  of  return  on  an  investment  in  nursing  home  care 
when  only  public  patients  are  present.30 

30  In  equation  (5)  the  depreciation  term  D has  been  netted  out:  if  the  depre- 
ciation formula  for  tax  purposes  were  different  than  that  for  the  reimbursement 
formula,  then  a net  D (either  positive  or  negative)  would  remain.  For  example, 
if  the  tax  laws  allowed  accelerated  depreciation  but  the  reimbursement 
formula  paid  straight  line  depreciation,  then  net  D would  be  negative  initially 
and  become  positive  in  later  years.  Equation  (5)  would  then  appear  as: 

n [(/,  + Et  + C.  + D.)  - (Ct  + Dib)]  (1  - r) 

Y°  = Y f 

t=i  (1  + i)t 

[ S (1  -r)  [ L(1  -r) 

(1  + /)»  (1  + /)» 

where  DA  was  depreciation  granted  for  reimbursement  purposes  and  D/*, 
depreciation  allowed  for  tax  purposes. 

The  Health  Care  Financing  Administration  (HCFA)  has  funded  two 
studies  which  examine  investment  incentives  for  nursing  homes.  In 
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a heuristic  exploration  of  the  finances  of  a single  representative  new 
nursing  home  in  Massachusetts,  Baldwin  (1980)  attempts  to  answer 
the  following  question:  “given  current  reimbursement  practices, 
what  returns  does  a nursing  home  offer  to  private  investors  . . . and 
how  do  these  returns  compare  to  other  investment  opportuni- 
ties . . . ?”  Using  a cash-flow  analysis,  which  is  the  equivalent  of 
a real  rate  of  return  analysis,  she  finds  that  this  nursing  home  would 
not  be  competitive  with  other  types  of  investments  for  investors  in 
the  50  percent  marginal  tax  bracket,  if  its  occupants  consisted  solely 
of  Medicaid  patients.  If  Massachusetts  were  to  allow  a change  in 
reimbursement  upon  sale  of  the  facility,  which  it  does  not,  then  the 
facility  might  become  profitable  because  the  higher  sales  price 
would  create  a larger  annual  depreciation  that  enters  into  the  reim- 
bursement formula.  However,  allowance  of  this  so-called  “step-up- 
in-basis”  may  encourage  the  “trafficking”  in  nursing  homes  that  many 
popular  writers  have  deplored.  (For  example,  see  Mendleson,  1974). 
Baldwin  then  performed  the  same  calculations,  assuming  that  30  per- 
cent of  the  home’s  patients  were  private-pay.31  She  found  that  the 
home  would  become  an  attractive  investment  if  a premium  of  about 
$13.00  per  day  could  be  charged  to  private  patients.  This  finding 
is  interesting  because  it  falls  within  the  range  of  private-pay  pre- 
miums now  charged  state-wide  in  Massachusetts. 

McCaffree  et  al  (1978)  were  primarily  interested  in  finding  evidence 
on  four  basic  issues:  (1)  the  relationships  between  profits,  growth, 
and  reimbursement  systems;  (2)  rates  of  return  to  capital  under 
various  reimbursement  systems;  (3)  the  level  of  risk  in  investments 
in  nursing  homes;  and  (4)  the  impact  of  financial  integration  on 
nursing  home  profitability.  They  found  that,  with  the  exception  of 
minimum  occupancy  rate  regulation  and  a total  payment  limit  on 
the  per  diem  rate,  cost-related  reimbursement  systems  did  not  affect 
profitability  and  growth  in  the  industry.  However,  most  reimburse- 
ment methods  contribute  to  an  inefficient  and  costly  use  of  capital 
resources.  Furthermore,  the  level  of  risk  in  the  nursing  home  industry 
appears  lower  than  the  risk  of  a portfolio  of  common  stocks.  Finally, 
neither  vertical  nor  horizontal  integration  appears  to  affect  profit- 
ability one  way  or  the  other. 

As  a result  of  their  analyses,  both  Baldwin  and  McCaffree  et  al 
conclude  with  recommendations  for  reforming  current  public  reim- 
bursement systems.  Their  common  argument  is  that  reimbursement 
systems  which  more  closely  resemble  the  workings  of  the  market 
have  a better  chance  of  achieving  public  policy  goals  than  reim- 
bursement systems  which,  so  to  speak,  “buck”  the  market.  Cost- 
based  reimbursement  systems  that  rely  upon  historical  cost,  all  other 


31  Conventional  wisdom  within  the  industry  itself  maintains  that  a home 
must  have  at  least  30  percent  private-pay  patients  to  be  profitable. 


613 


terms  in  equation  (5)  held  constant,  do  not  recognize  the  current 
market  value  of  capital,  and  thus  reduce  the  potential  returns  to  it. 
Under  such  circumstances,  one  would  expect  capital  to  flee  else- 
where, or,  as  has  happened  in  the  past,  one  would  expect  owners 
of  capital  to  subvert  the  intent  of  cost-based  reimbursement  by 
“trafficking”  in  nursing  homes.  Both  studies  recommend  some  form 
of  market-rent  reimbursement  for  capital  in  the  nursing  home  indus- 
try. 

However,  the  question  of  the  profitability  of  the  nursing  home 
industry  is  far  from  settled.  During  the  late  1960s  and  early  1970s, 
the  industry  seems  to  have  expanded  at  a relatively  greater  rate  than 
many  other  industries.  Such  expansion  is  usually  a sign  that  there 
are  above-normal  profits  to  be  made;  indeed,  entry  into  a high-profit 
industry  is  a desirable  equilibrating  process  which  eventually  drives 
profits  down  to  a “normal”  level. 

Other  empirical  research  that  has  been  done  on  nursing  home 
profits  has  yielded  mixed  results.  Fraundorf  (1977)  cites  the  results 
of  two  studies  and  an  article  in  the  March  1973  Barron’s/-2  The  AMS 
study  found  that  the  after-tax  rate  of  return  on  sales  for  228  nursing 
homes  in  a random  sample  averaged  6 percent,  but  there  was  wide 
variability  around  the  mean..  Six  percent  on  sales  seems  high  when 
compared  to  supermarkets,  where  the  rule  of  thumb  is  one-half  of 
1 percent  on  sales,  but  “sales”  per  se  is  not  always  the  most  mean- 
ingful base,  and  most  analysts  would  argue  that  equity  is  more 
suitable  as  a profits  base. 

On  the  other  hand,  the  Morton  study  of  a non-random  sample  of 
incorporated  nursing  home  chains  found  lower  returns  on  sales 
than  did  the  AMS  study  and  also  found  fairly  low  rates  of  return  on 
equity.  The  Barron’s  article  states  that  the  7.3  percent  after  tax 
rate  of  return  on  sales  earned  by  one  particular  nursing  home  chain 
was  “exceptionally  high”  (presumably  relative  to  the  risk  involved). 
Another  piece  of  evidence  on  nursing  home  profits  is  contained  in 
the  Batelle  study  done  for  HCFA  (McCaffree  et  at,  1978).  On  average, 
Batelle  did  not  find  high  rates  of  return  in  the  four  States  studied 
but  did  find  a large  amount  of  variability  around  the  mean:  the 
average  rate  of  return  on  equity  was  14  percent  for  the  278  facilities 
studied,  but  30  percent  of  these  facilities  suffered  losses.  Given  the 
empirical  evidence,  it  is  difficult  to  draw  firm  conclusions  about 
profitability  in  nursing  homes.  Controversy  continues  to  exist  about 
the  computation  of  the  base  for  profit  comparison;  McCaffree  et  al 


32  The  two  studies  were  Applied  Management  Systems,  A Business  and 
Financial  Analysis  of  the  Long-Term  Care  Industry  (Silver  Spring:  A.M.S. 
1974)  and  Morton  Research  Corporation,  The  Nursing  Home  Industry:  An 
Economic  and  Financial  Study  Analysis  (Merrick,  N.Y.L.  The  Corporation, 
1974). 
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(1978)  argue  that  equity  is  the  best  base  but  that  historical  cost  of 
equity  can  be  deceptive  for  comparative  purposes. 

Finally,  Merrill  Lynch  (1979)  is  enthusiastic  about  nursing  home 
stocks,  not  only  because  of  the  large  growth  in  nursing  home  de- 
mand that  it  anticipates  due  to  demographic  changes,  but  also  be- 
cause the  outlook  for  chains  seems  to  be  favorable,  given  the  grow- 
ing amount  of  government  regulation,  the  major  thrust  of  which 
restricts  supply.33 

The  large  variability  in  profit  rates  may  indicate  that  an  inevitable 
“shaking  out”  of  marginal  firms  in  the  industry  is  now  taking  place, 
after  a period  of  extremely  rapid  growth;  it  may  also  indicate  the 
absence  of  competition  in  the  market.  Or,  it  may  indicate  that  gov- 
ernment is  becoming  an  increasingly  effective  monopsonistic  buyer 
of  nursing  home  services.  Clearly,  this  is  one  area  that  needs  further 
research. 

Although  we  have  analyzed  profitability  and  growth  as  a national 
phenomenon,  each  State  clearly  has  its  own  rules  and  regulations, 
enforcement  mechanisms,  and  climate  of  profitability.  Despite  great 
effort,  Scanlon  (1980)  was  not  satisfactorily  able  to  explain  variations 
in  bed  supply  by  State,  but  they  do  exist.  Tables  XVI 1-9  and  XVII— 1 0 
show  trend  changes  in  the  nursing  home  bed  supply  and  changes  in 
the  bed  population  ratio  between  1973  and  1976.  Hopefully,  future 
empirical  research  combining  more  recent  data  will  give  more 
insight  into  the  reasons  for  these  changes. 

Productive  Efficiency 

As  a concluding  observation  on  the  market  performance  of  this 
industry,  it  is  difficult  to  make  statements  about  its  productive  effi- 
ciency. Very  little  empirical  work  has  been  done  on  the  subject  in 
the  service  sector.  The  currently  accepted  thought  on  productivity 
in  the  service  sector  is  that  it  is  difficult  to  achieve  gains  in  pro- 
ductivity because  the  sector  is  so  labor  intensive;  it  is  usually  only 
in  those  sectors  of  the  economy  where  large  amounts  of  capital 
can  be  combined  with  labor  that  productivity  gains  may  be  achieved. 
A priori,  one  would  suspect  that  cost-based  forms  of  reimbursement 
would  be  likely  to  negatively  affect  efficiency.  Nevertheless,  Freeh 
and  Ginsburg  (1980)  have  shown  empirically  that  non-profit  nursing 
home  firms  have  higher  costs  than  for-profit  nursing  home  firms 
“.  . . with  a substantial  part  of  the  difference  probably  related  to 
efficiency.”  They  indicate  that  the  robustness  of  their  results 
“.  . . implies  that  they  are  unlikely  to  be  due  simply  to  omitted 
patient  mix  and  quality  of  care  variables.” 

33  Grimaldi  (1982)  maintains  that  new  nursing  home  investment  in  Cali- 
fornia, Connecticut,  Massachusetts,  and  Minnesota  has  virtually  ceased. 
If  this  is  true,  whether  it  is  the  result  of  strict  certificate  of  need  laws  or  a 
lack  of  profitability  has  yet  to  be  determined. 
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TABLE  XVII-9 

Change  in  Nursing  Home  Bed  Supply,  1973-1976 


Increasing 

Decreasing 

No  Change 

Alabama 

Missouri 

Arizona 

Maine 

Alaska 

Montana 

California 

New  Jersey 

Arkansas 

Nebraska 

District  of  Columbia  New  Mexico 

Colorado 

Nevada 

Florida 

Ohio 

Connecticut 

New  Hampshire 

Iowa 

Wisconsin 

Delaware 

New  York 

Massachusetts 

Wyoming 

Georgia 

North  Carolina 

Minnesota 

Hawaii 

North  Dakota 

Oklahoma 

Idaho 

Rhode  Island 

Oregon 

Illinois 

South  Carolina 

Pennsylvania 

Indiana 

South  Dakota 

Utah 

Kansas 

Tennessee 

Washington 

Kentucky 

Texas 

Louisiana 

Vermont 

Maryland 

Virginia 

Michigan 

Mississippi 

West  Virginia 

Source:  U.S.  Department  of  Health  and  Human  Services,  Under  Secretary’s 
Task  Force  on  Long-Term  Care,  1980,  “Report  of  the  Work  Group  on  Nurs- 
ing Home  Bed  Supply,”  August  12,  1980. 


Conclusion  and  Policy  Implications 

This  industrial  organization  analysis  of  the  nursing  home  industry 
has  revealed  three  fundamental  aspects  of  the  market:  (1)  the  buyers 
(or  recipients,  in  the  case  of  those  whose  care  is  purchased  by  gov- 
ernment) of  the  industry’s  services  seem  to  have  a weaker  market 
position  than  the  buyers  of  most  goods  and  services  within  the 
U.S.  economy,  mainly  because  of  age-related  limited  physical  and 
mental  capacities;  (2)  given  that  it  paid  for  57  percent  of  nursing 
home  services  in  1979,  government  would  seem  to  possess  consid- 
erable monopsonistic  buying  power;  and  (3)  partially  related  to 
(1)  above,  most  nursing  homes  in  the  industry  possess  a certain 
amount  of  market  power  in  their  ability  to  pick  and  choose  their 
patient  population.  Due  to  public  reimbursement  mechanisms  and 
certificate  of  need  regulations,  public-pay  patients  probably  feel  the 
effects  of  that  market  power  more  fully  than  do  private-pay  patients, 
because  the  former  represent  the  residual  claimants  on  available 
nursing  home  beds. 

Scanlon  (1980)  has  argued  persuasively  that  the  public  patient 
excess  demand  issue  has  both  efficiency  and  equity  implications. 
Although  the  analytic  distinction  between  demand  and  need  is 
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TABLE  XVII-10 

Changes  in  Bed/Population  Ratios,  1973-1976 


Increasing 

Decreasing 

No  Change 

Alabama 

Arizona 

Nevada 

Connecticut 

Alaska 

California 

New  Jersey 

Georgia 

Arkansas 

Delaware 

New  Mexico 

Hawaii 

Colorado 

District  of  Columbia  North  Dakota 

Idaho 

Michigan 

Florida 

Ohio 

Illinois 

Nebraska 

Iowa 

Oklahoma 

Indiana 

South  Dakota 

Kansas 

Oregon 

Louisiana 

Tennessee 

Kentucky 

Pennsylvania 

Maryland 

Texas 

Maine 

South  Carolina 

Mississippi 

Vermont 

Massachusetts 

Utah 

Missouri 

Virginia 

Minnesota 

Washington 

Wyoming 

Montana 
New  Hampshire 
New  York 
North  Carolina 
Rhode  Island 
West  Virginia 
Wisconsin 

Source:  U.S.  Department  of  Health  and  Human  Services,  Under  Secretary’s 
Task  Force  on  Long-Term  Care,  1980,  “Report  of  the  Work  Group  on  Nurs- 
ing Home  Bed  Supply,”  August  12,  1980. 


clear,  the  amount  of  resources  that  society  wishes  to  devote  to  the 
care  of  the  elderly  is  not.  Under  the  present  system,  some  vague 
concept  of  need  for  nursing  home  care  is  funded  and  presented  to 
the  forces  of  the  nursing  home  market.  And  the  market  reacts  with 
predictable  results.  Public  patients  queue  up  behind  private-pay 
patients,  the  less  disabled  are  preferred  to  the  more  disabled,  and, 
under  present  public  financing,  access  to  a nursing  home  becomes 
partially  a function  of  geographic  location. 

By  its  very  nature,  the  first  fundamental  aspect  of  this  market 
is  basically  beyond  the  control  of  any  person  or  institution.  To  some 
extent,  the  situation  could  be  ameliorated  if  government  provided 
more  information  to  those  elderly  capable  of  accepting  it  and  acting 
upon  it,  or  to  their  relatives  and  friends.  Some  would  argue  that 
government  is  not  using  its  monopsonistic  power  effectively.  Be- 
cause the  quality  dimension  of  the  output  of  the  nursing  home  indus- 
try is  so  important,34  government  could  use  reimbursement  practices 

34  Quality  is  "important”  in  the  sense  that  very  few  citizens  would  know- 
ingly vote  for  reimbursement  rates  which  were  so  low  that  the  level  of  care 
provided  in  nursing  homes  actually  caused  the  condition  of  the  residents  to 
deterioriate  markedly. 


617 


in  combination  with  enforced  regulation  to  secure  some  level  of 
quality.  Much  of  the  literature  on  regulation  analyzes  and  empirically 
demonstrates  that  it  does  not  achieve  its  stated  goals,  but  this  result 
seems  to  stem  from  the  fact  that  regulation  often  attempts  to  work 
at  cross  purposes  with  market  forces.  In  the  end,  poorly  designed 
regulations  seem  to  influence  behavior  powerfully  in  many  perverse 
directions.  Reimbursement  practices  that  bend  the  profit  motive  in 
a sought-after  direction  could  offer  incentives  for  the  achievement 
of  quality  objectives.  Probably  the  most  significant  reform  needed  in 
reimbursement  practices  is  recognition  of  different  levels  of  debility 
and  dependence.35  Otherwise,  nursing  home  operators  have  a posi- 
tive incentive  to  first  accept  only  less  demanding  cases.  A restruc- 
turing of  the  reimbursement  system  and  elimination  of  certificate  of 
need  regulations  would  probably  have  more  expensive  long-run 
effects.  Given  proper  incentives,  quality  would  improve.  The  indus- 
try would  become  more  profitable,  and  thus  we  would  expect  the 
entry  of  more  firms  into  it.  The  final  result  would  no  doubt  be  that 
total  expenditures  on  nursing  homes  would  increase. 

Many  would  argue  that  the  existing  situation  is  not  optimal  both 
from  the  perspective  of  society  as  a whole  and  from  the  perspective 
of  the  elderly  (General  Accounting  Office,  1979).  Publicly-financed 
programs  for  the  long-term  care  of  the  elderly  are  heavily  biased 
toward  the  subsidization  of  the  medical  model  in  nursing  home 
care  to  the  virtual  exclusion  of  subsidies  for  other  forms  of  long- 
term care.  Estimates  vary  (Congressional  Budget  Office,  1977),  but  it 
is  generally  agreed  that  there  are  many  elderly  in  nursing  homes 
who  need  not  be  there  if  alternative  financial  incentives  and  living 
arrangements  were  available.  It  would  not  be  difficult  to  design 
such  a system  of  financial  incentives  that  would  call  forth  a supply 
response  on  the  part  of  providers  of  alternative  forms  of  care.  The 
investment  model  discussed  in  this  chapter  provides  the  basic  incen- 
tive variables  for  this  design.  However,  it  is  also  agreed  that  a 
broadly-based  subsidy  program  for  alternative  forms  of  long-term 
care  would  monetize  presently-provided  informal  and  family  care. 


35  In  this  same  vein,  Mead  Over  offers  a proposal  similar  to  the  one  that 
we  made  earlier:  nursing  homes  would  bid  on  a daily  rate  that  they  are 
willing  to  accept  for  each  hard-to-place  patient.  Each  patient  could  have  a 
separate  market-clearing  price.  The  bid,  if  accepted,  must  constitute  a 
binding  contract  to  perform  a certain  minimum  set  of  services,  and  inspectors 
would  visit  periodically.  Bonuses  could  be  paid  if  the  patient’s  functions  were 
improved  compared  to  his/her  initial  condition.  The  patient  would  have  the 
option  of  paying  the  difference  between  the  lowest  bid  and  that  of  a preferred 
home.  No  home  would  be  required  to  accept  any  patient.  Despite  some 
scandals  involving  high  winning  bids,  followed  by  insufficient  care,  most 
homes,  once  they  bid  on  an  individual,  would  have  an  incentive  to  maintain 
him/her  alive  and  healthy  to  minimize  their  costs  without  changing  their 
reimbursement  levels.  Some  homes  would  specialize  in  difficult  cases. 
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Even  though  substitution  would  take  place,30  the  end  result  would  be 
that  nursing  homes  would  not  be  emptied,  and  the  other  forms  of 
long-term  care  would  be  used  more  extensively  (Congressional 
Budget  Office,  1977;  General  Accounting  Office,  1979).  Perhaps 
societal  expenditures  per  elderly  person  would  decrease  (though 
even  this  is  not  clear);  it  is  virtually  certain  that  total  societal 
expenditures  on  the  elderly  would  increase,  even  if  the  elderly  were 
to  remain  a stable  proportion  of  the  population  (Grimaldi  and  Sulli- 
van, 1981). 

Given  the  predicted  shift  in  the  age  and  debility  distribution  of 
the  population  (See  Chapter  III),  the  percentage  of  society’s  re- 
sources devoted  to  long-term  care  could  be  expected  to  increase 
dramatically.  Thoughtful  persons  have  expressed  concern  about 
this  eventuality  straining  the  social  fabric. 

The  third  fundamental  aspect  of  the  nursing  home  market  (and,  it 
would  seem,  of  any  market  where  the  debilitated  marginal  elderly 
consume),  namely  the  market  power  of  providers,  can  be  altered  to 
a degree.  A seller  will  always  have  some  measure  of  market  power 
if  consumers  are  uninformed.  But  in  this  market,  the  characteristics 
of  the  marginal  consumer  may  be  qualitatively  different  than  those 
of  marginal  consumers  in  other  markets  because  of  age-related 
disabilities.  That  is  why  an  argument  can  be  made  that  government, 
as  the  surrogate  buyer  of  services,  should  provide  as  much  informa- 
tion as  can  be  used  by  consumers,  and  effectively  use  its  monopsony 
power  to  create  a proper  balance  of  forces.37 


36  Price  and  income  elasticities  of  substitution  between  alternative  forms 
of  long-term  care  have  not  yet  been  reliably  estimated  empirically. 

37  The  theoretical  literature  implies  that  local  government  (probably  at  the 
State  level)  is  the  proper  locus  of  such  activity.  The  classic  discussion  on 
this  subject  is  Tiebout  (1956).  Related  discussions  may  be  found  in  Bor- 
cherding  and  Deacon  (1972),  Epple  and  Zelenitz  (1981),  and  Oates  (1981). 
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Appendix 


Accountants  use  the  term  “book  rate  of  return,”  and  people  in 
finance  speak  of  “maximizing  cash  flow.”  In  essence,  the  accounting 
and  finance  approaches  are  the  same.1  The  real  rate  of  return  is 
determined  by  the  expected  value  of  the  future  flow  of  receipts  and 
outlays  and  is  independent  of  the  historical  cost  of  the  investment. 
On  the  other  hand,  the  book  rate  of  return,  or  cash  flow  approach, 
is  determined  by  accounting  conventions,  which  rely  to  a large 
extent  on  historical  cost  and  are  independent  of  future  expectations. 
The  book  rate  of  return  differs  from  the  economist’s  definition  of 
real  rate  of  return  because  accounting  definitions  of  net  income 
differ  from  economic  definitions  of  income  and  because  accounting 
measures  of  capital  diverge  from  its  market  value. 

The  economic  concept  of  income  is  defined  as  the  change  in 
wealth  from  one  period  to  the  next,  that  is,  the  net  change  in  con- 
sumption opportunities  available.  The  accounting  definition  of  net 
income  is  a cash  flow  which  may  or  may  not  reflect  the  underlying 
economic  realities  because  of  the  way  in  which  revenues  and  costs 
are  expensed.  For  example,  a machine  might  have  a real  economic 
life  of  10  years,  after  which  it  will  have  been  completely  exhausted 
and  have  zero  value.  If  the  value  of  the  machine  deteriorated  at  a 
constant  rate,  it  would  lose  one-tenth  of  its  value  each  year.  If 
accelerated  depreciation  were  allowed  for  tax  purposes,  the  account- 
ant would  write  the  machine  off  at  a more  rapid  rate  than  one-tenth 
per  year.  In  this  example,  economic  net  income  would  be  greater  in 
the  early  years  of  the  life  of  the  machine  than  accounting  net  in- 
come; in  later  years,  the  opposite  would  be  true. 

McCaffree  et  al  (1978)  believe  that  a “more  serious  problem  with 
book  rates  of  return”  arises  because  assets  are  typically  carried  on 
the  books  at  their  historical  cost  rather  than  at  their  current  market 
value.  The  market  is  continually  revising  its  expectations  (as  ex- 
emplified by  movements  of  prices  on  stock  exchanges),  and  the 
historical  value  of  an  asset  may  bear  little  relation  to  its  market 
value. 

Given  the  potential  differences  in  the  real  rate  of  return  and  the 
book  rate  of  return,  especially  in  periods  of  inflation,  any  inquiry 
into  the  investment  decision  on  nursing  home  care  has  to  raise  the 
question  as  to  which  rate  of  return  the  investor  uses  in  his  or  her 
investment  calculations.  The  answer  seems  to  be:  “portions  of 
each.”  In  the  long  run,  fundamental  economic  values  are  deter- 


1 As  McCaffrey  et  al  (1978)  point  out,  the  accounting  and  financial  litera- 
ture recognizes  the  conceptual  superiority  of  the  real  rate  of  return  approach, 
but  claims  that  it  has  limited  usefulness  because  the  real  rate  of  return 
cannot  be  easily  observed. 
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mined  by  the  market  forces  that  prevail.  On  the  other  hand,  institu- 
tional circumstances  do  change,  and  these  changes  alter  the  time 
stream  of  revenues  and  outlays.  Using  equations  (3)  and  (5),  it  is 
easy  to  see  that  the  real  rate  of  return  will  be  higher:  (a)  the  larger 
the  difference  between  R and  (C  + D),  especially  if  that  difference 
is  greater  in  the  early  years  of  an  investment,  rather  than  in  the 
later  years  and  (b)  the  smaller  the  marginal  tax  rate,  and  vice-versa. 
Equation  (6)  illustrates  the  trade-off  among  decision  parameters. 


High  rates  of  depreciation  in  the  early  years  of  an  investment  bring 
about  lower  tax  liabilities;  tax  laws  which  allow  accelerated  forms 
of  depreciation  or  even  linear  depreciation,  when  the  economic  life 
of  an  asset  is  not  linear,  create  high  book  after-tax  rates  of  return 
and  encourage  further  investment  in  other  projects.  Equipment 
maintenance  costs  may  be  written  off  as  operating  expenses,  but 
they  can  also  be  viewed  as  extending  the  economic  life  of  the 
assets  involved.  Expectations  of  continuing  high  rates  of  inflation 
engender  expectations  about  increases  in  the  values  of  R and  C but 
also  bring  about  increases  in  the  values  of  S and  L.  Differences  in 
the  relative  rates  of  inflation  in  these  variables  must  also  enter  the 
investment  calculations. 

Conceptually,  there  should  be  no  difference  between  an  invest- 
ment decision  for  a nursing  home,  or  any  other  form  of  long-term 
care,  and  that  for  a steel  mill.  In  a private  market  economy,  the  R 
in  the  investment  equation  would  be  the  result  of  a forecast  of  the 
height,  shape,  and  elasticity  of  the  demand  curve  for  nursing  home 
care,  other  forms  of  long-term  care,  or  for  steel  ingots.  In  the  short 
run,  accounting  conventions,  influenced  by  tax,  legal,  and  institu- 
tional realities,  would  determine  the  time  stream  of  receipts  and 
outlays. 
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CHAPTER  XVIII 


Provider  Incentives  Under  Alternative 
Reimbursement  Systems 

by  Philip  G.  Cotterill 


Introduction 

In  many  parts  of  the  country  there  is  excess  demand  for  nursing 
home  care,  and  the  persons  most  in  need  of  that  care  often  have 
the  most  difficulty  obtaining  it.  Current  public  programs  contribute  to 
the  excess  demand  by  subsidizing  institutional  care  much  more 
heavily  than  community  services  and  by  restricting  expansion  of  the 
nursing  home  supply  of  beds.  At  the  same  time,  public  programs  do 
little  to  ration  the  limited  number  of  beds  so  that  persons  with  the 
greatest  care  needs  can  obtain  the  services  they  require.  All  too 
often,  efforts  to  constrain  public  nursing  home  expenditures  reinforce 
nursing  homes’  tendencies  to  skimp  on  the  care  they  provide. 
“Skimping”  may  mean  denying  access  to  heavy  care  patients  or 
providing  poor  quality  care. 

While  Medicaid  reimbursement  systems  cannot  be  blamed  for  all 
of  these  problems,  their  role  as  contributors  to  both  the  problems  and 
the  potential  solutions  is  increasingly  being  examined.  Attention  has 
focused  on  how  reimbursement  incentives  affect  public  patients’ 
access  to  care  (especially  those  with  heavy  care  needs),  quality  of 
care,  and  cost. 

Medicaid  Reimbursement  Policies 

Three  key  ideas  have  influenced  nursing  home  reimbursement 
methods  in  recent  years.  The  first  is  that  rates  should  be  related  to 
costs  to  elicit  an  adequate  supply  of  acceptable  quality  care.  The 
second  is  that  retrospective  cost  reimbursement  of  the  type  tradi- 
tionally used  to  pay  hospitals  by  both  public  and  private  third  parties 
is  excessively  costly.  The  third  is  that  there  is  a potential  conflict 
between  cost  containment  and  improvements  in  quality  and  access. 

Section  249(a)  of  the  1972  Social  Security  Amendments  reflected 
each  of  these  ideas.  Section  249  supported  the  basic  principle  of 
cost-related  reimbursement,  without  requiring  that  it  take  the  specific 
form  of  retrospective  cost-based  reimbursement.  It  also  gave  States 
flexibility  in  the  ways  they  might  incorporate  cost  containment  incen- 

A portion  of  this  chapter  was  presented  at  the  meetings  of  the  Eastern 
Economic  Association  in  Philadelphia,  Pennsylvania,  April  9-11,  1981.  The 
author  would  like  to  thank  Christine  Bishop,  William  Scanlon,  and  Robert 
Seidman  for  their  comments. 
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tives  and  in  the  emphasis  to  be  placed  on  cost  containment  vis-a-vis 
quality  and  access.  However,  “reasonable  cost-related”  reimburse- 
ment, as  mandated  by  Section  249,  proved  difficult  to  implement 
precisely  because  the  term  is  quite  general.  Section  249  did  not 
satisfy  those  who  wanted  to  use  reimbursement  policy  to  improve 
quality  and  access,  and  it  annoyed  others  who  viewed  it  as  federal 
interference  in  States’  decision-making. 

Dissatisfaction  with  Section  249  led  to  its  being  replaced  by 
Section  962  of  the  Omnibus  Reconciliation  Act  of  1980  (P.L.  96-499). 
Section  962  increases  the  authority  and  flexibility  of  the  States  in 
using  reimbursement  policy  to  restrain  nursing  home  expenditures 
but  does  not  totally  abandon  the  concept  of  cost-related  rates.  It 
states  that  rates  should  be  “reasonable  and  adequate  to  meet  the 
costs  which  must  be  incurred  by  efficiently  and  economically  op- 
erated facilities.” 

Even  without  Section  249,  the  view  that  cost-related  rates  were 
needed  to  improve  quality  and  access  for  public  patients  would 
probably  have  influenced  Medicaid  reimbursement  systems.  In  re- 
sponse to  recurring  criticism  that  their  traditional  flat  rate  systems 
failed  to  pay  the  costs  of  acceptable  quality  care,  many  States  began 
adopting  one  form  or  another  of  a cost-related  system  in  the  late 
1960s  and  early  1970s.  According  to  Weiner  and  Lehrer  (1981),  by 
1973,  just  after  the  passage  of  Section  249,  only  16  States  had  a 
form  of  flat  rates  that  clearly  did  not  conform  to  the  amendment. 

By  1978,  the  most  common  Medicaid  reimbursement  system  set 
prospective  rates  based  on  the  past  costs  of  the  individual  facility 
(AHCA,  1978).  These  rates  are  usually  subject  to  ceilings  based  on 
the  costs  of  groups  of  facilities  (often  categorized  by  factors  such  as 
certification  status,  bed  size,  and  geographical  location).  In  1982 
only  five  States  (Arkansas,  California,  Louisiana,  Oklahoma,  and 
■Texas)  set  rates  for  individual  facilities  on  the  basis  of  the  costs  of 
groups  of  facilities.  For  example,  California  classifies  facilities  by 
type  of  certification  (SNF-ICF),  location  and  bed  size.  The  State 
pays  each  facility  a per  diem  rate  for  routine  services  equal  to  the 
median  per  diem  allowable  cost  of  the  facilities  in  the  class.  These 
group-based  rate  systems  are  essentially  “flat  rate”  systems,  in  that 
the  individual  facility  cannot  significantly  affect  the  rate  it  will  receive 
by  altering  its  own  costs.1 

Flat  rate  systems  have  been  generally  favored  for  their  cost  con- 
tainment incentives  and  criticized  for  poor  quality  and  access  incen- 


1 This  statement  is  generally  correct  as  long  as  the  number  of  facilities  in 
a group  is  large.  The  statement  oversimplifies  to  the  extent  that  facilities 
can  affect  their  rate  by  changing  groups  (for  example,  in  some  cases,  it  may 
be  advantageous  for  an  ICF  to  incur  the  higher  staffing  costs  required  to 
become  an  SNF).  Even  when  changes  of  this  type  are  possible,  they  would 
not  be  frequent  events  for  an  individual  home. 
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tives.  The  reverse  is  true  of  systems  that  base  rates  on  individual 
facility  costs  (“cost-based”  systems).  Providers  will  only  be  willing 
to  accept  heavy  care  patients  or  provide  quality  care  if  they  can 
recover  the  additional  costs  they  must  incur  by  doing  so.  The  intro- 
duction of  cost  limits  or  ceilings  into  cost-based  systems  has  added 
a decidedly  flat  rate  element  to  those  systems.  Ceilings  strengthen 
the  cost  containment  potential  of  these  systems  and  essentially 
convert  a cost-based  system  to  a flat  rate  system  for  facilities  for 
whom  the  ceiling  is  binding. 

A few  States  have  tried  to  improve  either  access,  quality,  or  both, 
by  relating  a facility’s  rate  (or  ceiling  rate)  directly  to  the  character- 
istics of  its  patients  (Illinois,  West  Virginia,  and  Ohio).  Other  States 
have  attempted  to  account  for  differences  in  the  cost  of  patients’ 
care  needs  by  refining  the  level-of-care  classification.  However,  the 
most  detailed  plan  to  influence  admission  practices,  length  of  stay, 
and  quality  is  the  experiment  in  nursing  home  incentive  payments, 
sponsored  by  the  National  Center  for  Health  Services  Research, 
which  is  being  conducted  in  San  Diego  (Weissert  et  al,  1980).  All 
of  these  reimbursement  systems,  in  one  way  or  another,  acknowledge 
differences  in  the  cost  of  caring  adequately  for  different  types  of 
patients.  As  a result,  they  attempt  to  incorporate  the  good  features 
of  Medicare-style,  cost-based  reimbursement  without  inheriting  the 
bad  features  as  well.  In  this  way,  they  attempt  to  improve  the  trade- 
off between  higher  costs  and  improvements  in  quality  and  access. 

To  analyze  the  impact  of  reimbursement  alternatives  on  providers’ 
incentives,  it  is  necessary  to  cut  through  the  diversity  of  reimburse- 
ment methods  and  identify  critical  differences.  The  fact  that  aspects 
of  cost-based  and  flat  rate  reimbursement  are  now  found  in  the 
same  reimbursement  system  does  not  lessen  the  importance  of  the 
cost-based  and  flat  rate  distinction  for  analyzing  differences  in 
incentives.  To  the  extent  that  the  modifications  have  attempted  to 
strengthen  the  weaknesses  of  cost-based  and  flat  rate  systems, 
analysis  of  simplified  “pure”  examples  of  these  systems  should 
highlight  their  respective  weaknesses. 

Overview  of  the  Chapter 

This  chapter  analyzes  providers’  incentives  under  pure  (or  “styl- 
ized”) cost-based  and  flat  rate  systems  and  then  draws  inferences 
for  specific  aspects  of  actual,  more  complex  reimbursement  systems. 
Unlike  previous  studies  of  nursing  homes’  incentives  under  alterna- 
tive types  of  reimbursement  (Poliak,  1977;  Vladeck,  1980),  the 
analysis  is  conducted  in  the  context  of  an  explicit  model  of  nursing 
home  behavior.  The  basic  nursing  home  model  presented  in  the 
section  on  analytical  framework  is  a slightly  simplified  composite 
of  the  model  used  in  most  previous  economic  studies  (Abt  Associ- 
ates, 1979;  Bishop,  1980;  Grana,  1978;  Palmer  and  Vogel,  1980; 
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Scanlon,  1980).  Unlike  some  of  these  studies,  we  examine  only  the 
incentives  of  for-profit  nursing  homes,  and  we  assume  in  general  that 
homes  provide  services  to  both  private  and  public  patients.  Further, 
the  reimbursement  of  capital  costs  is  not  explicitly  addressed. 

The  purpose  of  this  chapter  is  not  to  explain  nursing  home  behavior, 
but  to  identify  the  economic  incentives  inherent  in  different  reim- 
bursement systems.  Nursing  homes  may  or  may  not  behave  as  pre- 
dicted. They  may  have  non-economic  objectives,  and/or  they  may 
not  be  maximizers.  However,  for  the  purpose  of  understanding 
alternative  reimbursement  methods,  the  incentives  of  the  profit- 
maximizing  firm  are  a useful  benchmark. 

We  describe  the  basic  assumptions  of  the  model  and  the  stylized 
reimbursement  systems  and  present  a graphical  solution  to  the 
model.  However,  the  basic  model  provides  only  limited  insight  into 
the  incentives  we  wish  to  examine.  Therefore,  in  subsequent  sec- 
tions, we  expand  the  model  to  permit  more  explicit  analysis  of  these 
incentives. 

Scanlon  (1980)  and  others  have  analyzed  access  incentives,  while 
assuming  that  all  Medicaid  patients  are  alike.  Bishop  (1980)  has 
analyzed  incentives  to  provide  an  intensity  of  services  measure  of 
quality  that  is  the  same  for  both  private  and  public  patients.  While 
also  limiting  our  analysis  to  intensity  measures  of  quality,  we  add 
separate  case-mix  and  quality  variables  for  private  and  public  pa- 
tients. These  variables  enable  us  to  show  that  in  general,  firms 
have  different  incentives  in  providing  care  to  private  and  public 
patients  under  both  cost-based  and  flat  rate  reimbursement. 

Because  of  the  strong  potential  impact  of  excess  demand  for 
nursing  home  care  on  facilities’  willingness  to  accept  heavy  care 
patients,  we  compare  providers’  incentives  under  alternative  assump- 
tions about  the  impact  of  market  supply  and  demand  conditions  on 
the  individual  facility.  We  first  compare  cost-based  and  flat  rate 
reimbursement  under  the  assumption  that  a facility  can  fill  its  beds 
with  whatever  type  of  patient  it  chooses.  Second,  we  compare  the 
two  types  of  reimbursement  under  the  assumption  that,  to  fill  its 
beds,  a facility  must  accept  patients  with  greater  care  needs. 

As  might  be  expected,  we  find  that  facilities  have  no  incentive  to 
select  Medicaid  patients  requiring  special  care  when  market  con- 
ditions yield  plenty  of  patients  with  light  care  needs,  and  Medicaid 
reimbursement  discourages  acceptance  of  heavier  care  patients. 
Perhaps  unexpectedly,  we  find  that  this  result  holds  for  both  cost- 
based  and  flat  rate  reimbursement,  as  long  as  a facility  serves  both 
Medicaid  and  private  patients.  Further,  this  result  is  independent 
of  the  level  of  Medicaid  rates. 

When  facilities  are  unable  to  fill  their  beds  solely  with  light  care 
patients,  the  level  of  Medicaid  rates  has  a significant  impact  on 
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access  incentives.  Even  in  this  case,  however,  cost-based  reim- 
bursement does  not  necessarily  have  a definite  advantage  over  flat 
rate  reimbursement.  Much  depends  upon  whether  the  severity  of  the 
public  or  the  private  case-mix  is  increasing  more  rapidly  at  the 
margin. 

Finally,  we  attempt  to  draw  from  our  analysis  some  implications 
for  improving  access  and  quality  incentives  by  tailoring  reimburse- 
ment rates  to  the  specific  care  needs  of  a facility’s  case-mix.  While 
a system  of  fixed  rate  differentials  linked  to  case-mix  or  quality 
requirements  may  marginally  improve  incentives,  reform  of  nursing 
home  reimbursement  systems  cannot  be  expected  to  offset  totally 
the  influence  of  excess  demand  in  accommodating  providers’ 
preferences  for  light  care  patients. 

In  the  section  on  cost  containment  incentives,  we  analyze  reasons 
for  the  weakness  of  cost  control  under  cost-based  reimbursement. 
We  show  that  the  incentive  to  inflate  profits  by  over-reporting  costs 
is  probably  the  chief  source  of  weak  cost  containment  incentives 
under  cost-based  reimbursement.  The  weakness  of  cost  contain- 
ment incentives  under  cost-based  reimbursement  is  frequently 
attributed  to  an  absence  of  efficiency  incentives.  Efficiency  incen- 
tives may  be  stronger  than  commonly  believed,  as  long  as  the  firms 
attempt  to  maximize  profits  and  are  not  totally  financed  by  cost- 
based  systems.2  For  the  same  type  of  firm,  we  also  show  that  the 
incentives  to  seek  efficiency  gains  through  innovation  are  identical 
under  both  cost-based  and  flat  rate  reimbursement,  as  long  as  the 
“search”  costs  of  innovation  are  allowable  costs. 

A wide  variety  of  cost  control  measures  have  been  incorporated 
into  cost-related  systems:  general  cost  limits,  specific  cost  center 
limits,  limits  on  administrative  salaries,  restrictions  on  transactions 
with  related  parties,  and  “efficiency  allowances”  (sometimes  called 
incentive  payments).  An  efficiency  allowance  is  either  a proportion, 
or  the  entire  amount,  of  any  difference  between  actual  per  diem 
costs  and  the  cost  limit. 

Of  these  measures,  limits  on  administrative  salaries  and  restric- 
tions on  transactions  with  related  parties  are  most  directly  appli- 
cable in  counteracting  the  incentive  to  over-report  costs  under  cost- 
based  reimbursement.  The  other  types  of  cost  limits  are  more  com- 
monly viewed  as  methods  of  screening  and  penalizing  inefficient 
providers.  Efficiency  allowances  are  typically  intended  to  provide 

2 William  Scanlon  has  pointed  out  that  this  argument  assumes  that  there 
is  no  difference  between  accounting  costs  and  economic  costs.  Assuming 
that  profit  maximization  is  based  on  the  latter,  firms  may  be  willing  to  incur 
additional  accounting  costs,  even  if  those  costs  are  not  fully  reimbursed, 
as  long  as  economic  costs  are  reduced.  For  example,  a firm  may  be  willing 
to  pay  higher  wages  under  cost-based  reimbursement  if  the  net  cost  of  the 
higher  wages  is  more  than  offset  by  reduced  costs  in  labor  turnover. 
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incentives  for  efficient  operation.  While  efficiency  allowances  could 
be  used  to  discourage  cost  over-reporting,  our  analysis  suggests 
that,  except  for  the  predominantly  Medicaid  facility,  they  are  not 
required  as  an  efficiency  incentive. 

How  tightly  limits  are  set  determines  whether  their  primary  impact 
is  to  screen  relatively  inefficient  (or  heavy  case-mix)  providers  or  to 
be  a de  facto  flat  rate.  A cost-based  system  with  strict  general  cost 
limits  and  100  percent  efficiency  allowances  creates  essentially  the 
same  incentives  as  a flat  rate  system,  in  which  the  rate  equals  the 
cost  limit  of  the  cost-based  system. 

Finally,  in  the  conclusion,  we  state  the  implications  of  our  analysis 
for  nursing  home  reimbursement  reform  given  the  larger  problems 
of  financing  and  excess  demand  which  confront  the  long-term  care 
system.  We  discuss  both  the  limitations  and  the  potential  of  reim- 
bursement reform. 

Analytical  Framework 

This  chapter  analyzes  the  incentives  of  a profit  maximizing  nurs- 
ing home  which  provides  care  to  both  private  and  public  patients. 
The  private  market  is  assumed  to  be  monopolistically  competitive 
by  virtue  of  homes’  differentiation  of  their  service  mix  and  location. 
Hence  private  demand  for  patient  days  is  assumed  to  be  inversely 
related  to  the  price  private  patients  are  charged.  Other  things  equal, 
private  patients  are  assumed  to  be  willing  to  pay  higher  per  diem 
rates  for  more  intensive  care  and  greater  amenities. 

The  quantity  of  public  patient  days  demanded  depends  upon  the 
eligibility  criteria  for  the  public  program.  (These  criteria  are  inde- 
pendent of  the  rate  paid  nursing  homes  for  public  patients.)  The 
nursing  home  is  assumed  to  supply  as  many  public  patient  days  of 
care  at  the  public  rate  as  it  wishes.  That  is,  nursing  home  beds  are 
in  short  enough  supply  that  the  facility  faces  a perfectly  elastic  sup- 
ply of  public  patients  at  the  given  public  rate. 

The  firm’s  costs  depend  upon  its  total  output  of  private  and  public 
patient  days,  the  level  of  general  amenities,  and  the  intensity  of 
services  provided.  Licensure  and  certification  standards  for  differ- 
ent levels  of  care  are  not  explicitly  included  in  the  cost  function. 
Implicitly,  they  are  assumed  to  be  constant  with  respect  to  the 
variables  included  in  the  model. 

The  model  is  a single  period  model.  As  a result,  several  interest- 
ing issues  are  excluded  from  the  analysis:  (1)  Since  the  facility’s 
bed  size  is  taken  as  given,  we  do  not  investigate  the  impact  of  the 
reimbursement  system  on  investment  in  beds.  (2)  Property  costs 
are  reduced  to  a single  category  of  fixed  costs,  which  does  not 
change  over  time.  Hence  dynamic  effects  of  property  cost  reim- 
bursement, such  as  incentives  to  “traffic”  in  homes,  are  not  ad- 
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dressed.  (3)  The  model  does  not  account  for  the  conversion  of 
private  patients  to  Medicaid  when  their  private  resources  are 
exhausted. 

We  analyze  two  simple  stylized  public  reimbursement  systems. 
First,  in  the  cost-based  system,  the  public  rate  is  equal  to  the  firm’s 
average  total  cost.  All  costs  incurred  are  assumed  to  be  allowable, 
and  there  are  no  limits  imposed  on  either  specific  cost  components 
or  on  total  cost.  Cost  is  assumed  to  include  a “normal”  profit. 
Since  only  a single  period  exists,  there  is  no  distinction  between 
retrospective  and  prospective  rates.  (In  the  appendix,  we  argue  that 
differences  in  incentives  under  retrospective  and  prospective  cost- 
based  systems  are  of  secondary  importance.) 

In  the  flat  rate  system,  the  public  rate  is  exogenously  determined 
by  the  rate  setting  authority.  The  important  difference  from  the  cost- 
based  case  is  that  the  public  rate  is  assumed  to  be  independent  of 
the  facility’s  own  costs.  The  rate  may  be  determined  in  a variety 
of  ways.  For  example,  it  may  be  based  on  the  costs  of  a group  of 
facilities.  However,  we  assume  that  the  nursing  home  cannot  alter 
its  rate  by  changing  its  characteristics  to  obtain  advantageous 
reimbursement. 

Under  the  cost-based  system,  the  facility  can  influence  its  public 
rate  by  altering  its  costs.  For  example,  if  the  facility  incurs  a lower 
average  cost  by  choosing  to  produce  a larger  total  output,  it  will 
receive  a lower  public  rate  than  if  it  produced  a smaller  output. 
However,  if  it  incurs  costs  that  raise  average  cost  (as  a result  of 
providing  higher  quality  care  or  accepting  a more  severe  case-mix), 
the  public  rate  will  be  higher  than  it  would  be  otherwise.  In  the  flat 
rate  system,  the  public  rate  does  not  respond  to  the  individual 
facility’s  decisions  regarding  factors  such  as  output,  quality  of  care, 
and  case-mix.  This  distinction  is  the  main  source  of  differences  in 
incentives  between  the  two  types  of  reimbursement. 

The  firm’s  decision-making  problem  involves  determining  optimal 
(or  profit-maximizing)  values  of  key  variables  under  its  control.  In 
the  basic  model,  which  we  present  first,  the  only  “choice  variables” 
are  total  output  and  the  public-private  output  mix.  Later  in  the 
chapter,  we  expand  the  list  of  choice  variables  to  include  public 
and  private  quality  and  case-mix  levels,  as  well  as  other  variables. 
“Decision  rules”  are  the  conditions  that  define  the  optimal  values 
of  the  choice  variables.  Our  analysis  of  incentives  consists  of  de- 
riving and  then  comparing  the  decision  rules  for  each  choice  variable 
under  the  alternative  reimbursement  methods. 

Figure  XVI II— 1 illustrates  the  solution  to  the  basic  model  for  both 
our  cost-based  and  flat  rate  reimbursement  systems.  As  will  be 
proved  more  rigorously  later,  the  decision  rule  for  total  output  under 
both  reimbursement  systems  involves  choosing  total  output  so  that 
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FIGURE  XVIII-1 
Profit  Maximization  Under 
Cost-Based  and  Flat  Rate  Reimbursement 


Price  CM 
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the  revenue  derived  from  another  patient  day  is  equal  to  the  cost  of 
an  additional  patient  day.  Given  our  assumption  that  it  is  profitable 
for  the  facility  to  produce  both  private  and  public  patient  days,  and 
our  assumptions  about  the  private  and  public  demand  conditions, 
the  decision  rule  is  satisfied  at  output  Q'  4-  M\  where  the  public 
rate,  ft',  equals  marginal  cost,  CM. 

The  decision  rule  for  allocating  total  output  between  private  and 
public  patient  days  is  that  the  marginal  profit  earned  on  private  and 
public  patient  days  should  be  equal.  In  Figure  XVIII— 1 , this  rule 
requires  choosing  Q and  M so  that  the  private  marginal  revenue 
equals  the  public  rate  (at  Q'). 

In  Figure  XVIII— 1 , we  assume  that  the  public  rates  are  equal  under 
cost-based  and  flat  rate  reimbursement.  Under  cost-based  reim- 
bursement, the  rate  is  determined  by  (1)  the  decision  rule  for  total 
output,  which  states  that  the  rate  should  be  equated  to  marginal 
cost  and  (2)  the  fact  that  our  stylized  cost-based  reimbursement 
system  pays  a rate  equal  to  average  cost.  For  a U-shaped  average 
cost  curve,  marginal  cost  and  average  cost  will  be  equal  at  the 
minimum  point  of  the  average  cost  curve.  Hence  in  Figure  XVIII— 1 , 
ft'  is  the  cost-based  rate.  The  flat  rate  is  assumed  to  be  equal  to  ft'. 
The  flat  rate  could  be  set  either  above  or  below  ft',  and  the  same 
decision  rules  for  total  output  and  its  allocation  between  private  and 
public  patient  days  would  apply.  Of  course,  the  optimal  values  of 
total  output  and  the  public-private  output  mix  would  be  different 
than  when  ft  equals  ft'. 

Since  the  cost-based  rate  is  endogenously  determined  by  the 
average  cost  curve  and  the  decision  rules,  it  will  be  equal  to  ft' 
unless  the  average  cost  curve  shifts.  Hence,  while  there  are  many 
possible  flat  rates,  there  is  only  one  equilibrium  cost-based  rate  for 
this  facility  for  a given  average  cost  curve. 

While  this  discussion  provides  a basic  understanding  of  the  op- 
eration of  the  model  and  the  reimbursement  systems  analyzed  in  the 
chapter,  it  provides  very  limited  insights  into  the  firm’s  incentives 
regarding  access,  quality,  and  cost  containment.  We  will  now  expand 
the  model  to  explore  these  issues. 

Access  and  Quality  Incentives 

The  limited  empirical  evidence  indicates  that  nursing  home  access 
varies  significantly  for  different  types  of  patients.  Using  1976  hos- 
pital discharge  data  from  Massachusetts,  Gruenberg  and  Willemain 
(1980)  found  evidence  that  nursing  home  placement  took  longer  for 
Medicaid  patients  than  for  other  patients,  and  particularly  longer  for 
Medicaid  patients  with  special  care  needs.  Other  data  of  a more 
anecdotal  nature  support  similar  conclusions  (U.S.  Department  of 
Health  and  Human  Services,  1980). 
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Feder  and  Scanlon  (1980)  relate  the  placement  problem  to  the 
existence  of  excess  demand  for  nursing  home  beds.  They  state, 
“When  nursing  home  beds  are  insufficient  to  satisfy  demand,  the 
people  most  in  need  of  the  service  have  the  greatest  difficulty  finding 
it.”  Others,  such  as  Gruenberg  and  Willemain,  emphasize  the  role 
of  the  regulatory  and  reimbursement  systems  in  determining  homes’ 
preferences  for  patients  with  light  care  needs.  Analyses  of  alterna- 
tive reimbursement  systems  have  typically  concluded  that  better 
access  and  quality  incentives  exist  under  cost-based  than  under 
flat  rate  reimbursement  (Poliak,  1977;  Vladeck,  1980). 

None  of  the  studies  cited  have  systematically  examined  the  inter- 
actions between  bed  supply  and  reimbursement  methods  in  an 
explicit  model  of  nursing  home  behavior.  In  the  analysis  that 
follows,  we  compare  providers’  access  and  quality  incentives  under 
alternative  assumptions  about  the  impact  of  market  supply  and  de- 
mand conditions  on  the  individual  facility.  We  first  compare  cost- 
based  and  flat  rate  reimbursement  under  the  assumption  that  a 
facility  can  fill  its  beds  with  whatever  type  of  patient  it  chooses.  In 
this  case,  output  and  case-mix  are  independent  of  one  another. 
Second,  we  compare  the  two  types  of  reimbursement  under  the 
assumption  that,  to  fill  its  beds,  a facility  must  accept  patients  with 
greater  care  needs.  In  this  second  case,  case-mix  levels  and  output 
are  positively  related. 

To  explicitly  analyze  facilities’  incentives  to  accept  patients  with 
various  levels  of  care  needs,  we  add  case-mix  variables  to  the 
model.  Private  and  public  case-mix  variables  (S  and  T)  are  defined 
as  the  mean  intensity  of  services  required  by  the  given  caseload  to 
meet  a minimally  acceptable  standard  of  care.  This  standard  of  care 
is  probably  best  thought  of  as  one  which  is  internal  to  the  firm  or 
is  self-imposed.  That  is,  it  represents  an  intensity  of  care  the  firm 
feels  compelled  to  provide  if  a given  caseload  is  accepted.  It  could 
be  interpreted  as  a legal  standard,  but  we  do  not  explicitly  include 
non-compliance  in  the  model.  Hence  it  is  simpler  to  regard  the 
standard  as  firm  specific. 

S and  T can  be  written  as  functions  of  a measure  of  patient  char- 
acteristics: S = S(Z),  T = T{Z).  We  assume  that  (1)  each  facility 
provides  the  same  standard  of  care  to  public  and  private  patients 
with  the  same  characteristics  (S’(Z),  = T’(Z)  for  / = 1 , . . . , n,  where 
n is  the  total  number  of  facilities);  (2)  within  each  facility,  patients 
with  greater  care  needs  (as  measured  by  a higher  value  of  Z)  receive 
more  intensive  care  (SJ,  TJ  > 0);  and  (3)  across  facilities,  standards 
of  care  vary  so  that  the  same  patient  in  one  facility  might  receive  a 
greater  or  lesser  intensity  of  care  if  he  or  she  were  in  another 
facility  (S'(Z)  Sg  S'(Z)  and  T'(Z)  7>(Z)  for  / not  equal  to  j). 

Our  single  period  model  assumes  that  each  facility  staffs  appro- 
priately for  the  case-mix  it  selects  and  ignores  adjustment  problems 
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associated  with  short-run  changes  in  case-mix.  Hence,  assumptions 
(2)  and  (3)  are  consistent  with  the  empirical  result  that,  within  a 
facility,  the  proportion  of  a facility’s  resources  a patient  receives 
increases  to  match  greater  care  needs,  but  across  facilities,  no  clear 
relationship  exists  between  resource  consumption  and  patient  care 
needs  (McCaffree  et  at,  1976). 

Next  we  define  private  and  public  quality  variables  (E  — S and 
F — T),  which  measure  the  difference  between  the  mean  intensity  of 
services  actually  provided  and  the  minimum  standard  intensity  of 
care.  Taken  together,  the  firm’s  choice  of  optimal  case-mix  levels 
measures  the  severity  of  the  case-mix  it  is  willing  to  accept,  while  the 
choice  of  optimal  quality  indicates  whether  or  not  the  facility  provides 
more  than  the  minimum  standard  of  care. 

As  in  previous  economic  models  of  the  nursing  home,  our  quality 
variables  are  intensity  measures.  The  implicit  assumption  is  that 
more  intensive  care  is  better  quality  care.  The  model  does  not 
directly  incorporate  other  concepts  of  quality,  such  as  the  extent  to 
which  services  provided  match  independent  professional  judgment 
of  care  needs  for  the  facility’s  patients.  (See  Shaughnessy  and 
Kurowski  (1980)  for  a discussion  of  this  approach  to  quality.)  How- 
ever, we  do  introduce  an  independent  standard  of  care  needs  in 
defining  rate  differentials  as  a means  of  improving  quality  incentives. 

Finally,  we  include  in  the  model  one  other  quality  variable.  This 
variable  (A)  is  analogous  to  Bishop’s  (1980)  quality  variable  and  is 
assumed  to  have  the  same  value  for  both  private  and  public  patient 
days.  We  interpret  this  variable  as  reflecting  the  level  of  amenities 
that  are  shared  in  common  by  all  of  the  facility’s  residents  (such  as 
the  size  and  attractiveness  of  common  dining,  living,  and  recreation 
facilities). 

Incorporating  all  these  variables  into  the  model,  the  firm’s  deci- 
sion-making problem  can  be  stated  as  follows: 

Maximize  w = PQ  + RM  — C (1) 

Subject  to:  P = P (Q,  S,  E - S,  A)  (2) 

where  PQ  < 0,  Ps  > 0,  PE  _ s > 0,  and  PA  > 0. 

C = C(Q,M,S,E-S,T,F-T,A)  (3) 

C;>  0 for  all  / = Q A 

CM  = CQ  for  all  M = Q 

Cg  = Cj i for  all  S ~ T 

CE_g  = CF_T  for  all  (E-S)  = ( F-T ) 

Equation  (1)  states  that  total  profit  (7 r)  is  the  sum  of  the  revenues 
derived  from  private  and  public  patient  days  (PQ  + RM)  minus  total 
cost  (C).  The  price  charged  private  patients  (P)  is  assumed  to  vary 
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inversely  with  the  quantity  of  private  patient  days  (0)  and  directly 
with  the  private  case-mix  level  (S),  the  private  quality  level  (£  — S), 
and  the  general  amenities  level  (A). 

The  per  diem  price  that  an  individual  or  his/her  family  is  willing 
to  pay  is  assumed  to  increase  as  the  individual’s  care  needs  in- 
crease, because  the  cost  of  providing  care  in  an  alternative  setting 
depends  upon  the  individual’s  care  needs.  For  example,  a patient  who 
requires  a 24-hour  private  nurse  at  home  would  be  willing  to  pay  a 
higher  nursing  home  rate  than  a patient  who  requires  only  limited 
home  visits  from  a nurse.  The  more  persons  in  the  nursing  home 
with  greater  care  needs,  the  higher  the  private  price  the  home  can 
charge. 

Similarly,  if  private  patients  place  a positive  value  on  receiving 
more  care  than  the  amount  dictated  by  the  facility’s  minimum  stand- 
ard, then  the  private  price  will  rise  as  E — S increases.  As  defined, 
E-S  cannot  be  negative  because  S is  defined  as  the  minimum  stand- 
ard of  care  that  the  home  feels  compelled  to  provide  for  a given 
caseload.  Finally,  if  private  patients  value  the  general  amenities 
offered  by  the  home,  the  private  price  will  be  positively  related  to 
the  amount  of  amenities  offered. 

Several  assumptions  are  made  about  the  cost  function.  First, 
marginal  costs  are  assumed  to  be  non-negative  for  all  variables. 
Second,  the  home  is  assumed  to  treat  equivalent  patients  in  the 
same  manner,  regardless  of  whether  they  are  public  or  private. 
Hence,  the  cost  impact  of  an  increase  in  0,  S,  or  E - S is  the  same  as 
that  of  an  increase  in  M,  T,  or  F - T for  equal  values  of  the  corre- 
sponding variables.  This  does  not  mean  that  the  optimal  values  of 
the  corresponding  private  and  public  variables  will  be  equal. 

Case  1:  Case-Mix  and  Output  are  Independent 

In  Case  1,  we  assume  that  the  facility  can  fill  its  beds  with  what- 
ever types  of  patients  it  chooses,  so  that  the  private  and  public  case- 
mix  levels  S and  T are  both  choice  variables.  Under  cost  reimburse- 
ment, the  first  order  conditions  for  profit  maximization  may  be  written 
as  follows: 


~Q 

= 

pqq  + p 

+ 

RqM 

- cQ 

= 

0 

(4) 

= 

R 

+ 

RmM 

- cM 

= 

0 

(5) 

7TS 

= 

( Ps-PE-s)0 

+ 

RgM 

~ (Qs  — pE  — fl) 

= 

0 

(6) 

TTE-S 

= 

Pe-sQ 

+ 

Re  — sM 

— CE_s 

= 

0 

(7) 

ITT 

= 

RtM 

1 

0 

1 

o 

= 

0 

(8) 

TTF—T 

= 

Rf_tM 

cF_T 

= 

0 

(9) 

tta 

= 

PaQ  + 

RaM 

- CA 

= 

0 

(10) 
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Each  of  these  equations  reflects  the  basic  principle  of  profit  maximi- 
zation that  a choice  variable  should  be  increased  up  to  the  point  at 
which  the  marginal  revenue  and  the  marginal  cost  are  equal. 

A significant  asymmetry  exists  between  the  equations  for  the  pri- 
vate variables  (Q,  S,  and  E - S)  and  those  for  the  public  variables 
(M,  T,  and  F - T).  Specifically,  marginal  revenue  is  derived  from  both 
private  and  public  sources  for  the  private  variables,  but  only  from 
public  sources  for  the  public  variables.  For  example,  the  marginal 
revenue  associated  with  a private  patient  day  consists  of  that  from 
private  sources  ( PqQ  + P)  plus  that  from  public  sources  ( RQM ).  How- 
ever, the  marginal  revenue  of  a public  patient  day  ( R + RmM)  is  de- 
rived entirely  from  public  sources.  This  asymmetry  results  because, 
in  the  cost-based  reimbursement  system,  changes  in  total  cost — 
incurred  for  either  public  or  private  patients — will  in  general  alter 
the  public  rate.  The  presence  in  equations  (4)  through  (10)  of  RQ, 
Rm,  Ra,  RE~a,  Rt>  Rf-t,  and  RA  reflects  this  fact.3 

Under  flat  rate  reimbursement,  the  public  rate  is  independent  of 
the  individual  facility’s  costs,  so  that  RQ,  RM,  Rs,  RE~s,  Rt,  Rf-t > and 
Ra  are  all  zero.  Hence,  the  first  order  conditions  for  profit  maximiza- 
tion under  flat  rate  reimbursement  are  the  following: 

TTQ  = PqQ  + P Cq  =0  (18) 

ttm  R - CM  =0  (19) 


C(Q,  M,  S,  E — S,T,  F — T,  A) 

3 When  R = , the  partial  derivatives  of  R with 

Q + M 

respect  to  the  arguments  of  the  cost  function  can  be  written  as  follows: 


Rq  = — - — ( cQ ^ 

(11) 

1 (o.-  ° ) 

Q + M \ Q + M / 

(12) 

Cs  — Ce-b 

Rs  = 

Q + M 

(13) 

Ce-b 

Re-b 

Q + M 

(14) 

Ct  Cf-t 

Rt 

Q + M 

(15) 

Cf-t 

Rf-t  = 

0 + M 

(16) 

Ra  = Ca 

(17) 

0 + M 
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7TS 

TTE  — a 

7 T]} 

7 Tj?  — T 

TTA 


~ (Ps  Pe  — s)  Q 
= Pe  — sQ 


= paq 


— (Cs  — CE_S) 

— Ce-8 

— (CT  — CP_T) 

— cp_T 

— CA 


= 0 
= 0 
= 0 
= 0 


(20) 

(21) 

(22) 

(23) 

(24) 


Under  each  type  of  reimbursement,  the  first  order  conditions  en- 
able us  to  determine  the  profit  maximizing  values  of  (1)  total  output, 
(2)  the  allocation  of  public  and  private  patient  days,  (3)  the  private 
case-mix  and  quality  levels,  (4)  the  general  amenities  level,  and 
(5)  the  public  case-mix  and  quality  levels. 


Total  Output 

The  results  for  total  output  presented  in  this  section  are  the  same 
as  those  illustrated  graphically  in  Figure  XVIII— 1 . Given  our  assump- 
tions that  (1)  it  is  profitable  for  the  facility  to  provide  care  to  both 
private  and  public  patients,  and  (2)  the  facility  can  provide  as  many 
public  patient  days  as  it  wishes  at  the  public  rate,  the  first  order 
conditions  for  public  patient  days  (equations  (5)  and  (19))  will  de- 
termine total  output.  (At  the  output  margin,  the  marginal  revenue  of 
a public  patient  day  will  exceed  that  of  a private  patient  day.  If 
this  were  not  the  case,  the  facility  would  provide  only  private  patient 
days.)  Substituting  equation  (12)  for  RM  in  equation  (5)  and  simpli- 
fying terms  yields  the  following  decision  rule  for  the  profit-maximiz- 
ing total  output  under  cost-based  reimbursement: 

oTm(r-c")=o  (25) 

Hence,  cost-based  reimbursement  requires  that  total  output  be 
chosen  so  that  the  public  rate  equals  marginal  cost.  Since  R also 
equals  average  cost  in  our  stylized  cost-based  reimbursement  sys- 
tem, it  follows  that  the  optimal  total  output  is  the  output  at  which 
average  cost  reaches  its  minimum. 

In  the  flat  rate  case,  equation  (19)  determines  total  output.  As  in 
the  cost-based  case,  the  firm  should  equate  marginal  cost  and  the 
public  rate.  However,  since  R is  exogenous,  total  output  depends 
upon  the  choice  of  the  rate-setting  authority.  If  R is  equal  to  mini- 
mum average  cost,  total  output  would  be  the  same  as  in  the  cost- 
based  case. 


Public-Private  Allocation  of  Output 

The  results  for  the  public-private  output  mix  presented  in  this 
section  are  the  same  as  those  illustrated  graphically  in  Figure  XVIII— 1 . 
Under  both  cost-based  and  flat  rate  reimbursement,  the  profit- 
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maximizing  allocation  of  total  output  between  public  and  private 
patient  days  requires  that  private  marginal  revenue  ( PqQ  + P)  be 
equated  to  the  public  rate  (fl): 


PqQ  + P = R (26) 

This  condition  can  be  derived  from  equations  (4)  and  (5)  for  the 
cost-based  case  and  from  equations  (18)  and  (19)  for  the  flat  rate 
case.  Hence,  for  equal  public  rates,  cost-based  and  flat  rate  reim- 
bursement yield  the  same  profit-maximizing,  public-private  mix  of 
patient  days.  A flat  rate  less  than  the  cost-based  rate  will  yield  a 
lower  public-private  mix,  and  vice-versa. 

Private  Case-Mix  and  Quality 

Cost-based  reimbursement  subsidizes  a more  severe  private  case- 
mix  and  a higher  quality  level  than  would  be  chosen  under  flat  rate 
reimbursement.  The  subsidy  effect  is  due  to  the  presence  of  RSM 
and  Re~sm  in  equations  (6)  and  (7).  The  subsidy  effect  is  absent 
under  flat  rate  reimbursement  (equations  20  and  21). 

This  comparison  can  be  made  in  a more  straightforward  manner. 
Substituting  equation  (14)  for  RE_S  in  equation  (7)  and  simplifying 
terms  yields  the  following  decision  rule  for  private  quality  under 
cost-based  reimbursement: 


_ Qe-3 
~ Q + M 


(27) 


Substituting  equation  (13)  for  Rs  and  equation  (27)  for  PE_S  in  equa- 
tion (6)  yields  the  following  decision  rule  for  private  case-mix 
severity  under  cost-based  reimbursement: 


Ps 


Q + M 


(28) 


(Note  that  equation  (28)  assumes  that  equation  (27)  holds,  that  is, 
that  quality  is  chosen  optimally.  Equations  (27)  and  (28)  also  assume 
that  the  second  derivatives  of  the  P and  C functions  permit  interior 
solutions  to  exist  for  positive  values  of  S and  E — S.) 

Under  flat  rate  reimbursement,  the  decision  rule  for  private  quality 
can  be  written: 


(29) 


Substituting  equation  (29)  for  PE_S  in  equation  (20)  and  rearranging 
terms  yields  the  following  condition  for  optimal  private  case-mix 
under  flat  rate  reimbursement: 


(30) 
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A comparison  of  equations  (27)  and  (28)  with  equations  (29)  and 
(30)  yields  the  following  interpretation:  Under  cost-based  reimburse- 
ment, the  subsidy  effect  permits  the  facility  to  average  the  marginal 
costs  of  increased  case-mix  severity  and  higher  quality  over  both 
private  and  public  patient  days.  Under  flat  rate  reimbursement,  it 
only  pays  to  increase  private  case-mix  severity  and  quality  to  the 
point  where  private  willingness  to  pay  a higher  rate  (PE_a  and  Ps) 
equals  the  marginal  cost  per  private  patient  day  ( CE_8  and  Ca). 

However,  under  both  reimbursement  systems,  facilities  may  be 
willing  to  provide  a higher  quality  of  private  care  than  the  minimum 
level  associated  with  the  optimal  private  case-mix  severity.  The  key 
factor  under  both  types  of  reimbursement  is  the  private  willingness 
and  ability  to  pay  for  higher  quality  {PE_a). 


General  Amenities 


Formally,  the  decision  rules  for  general  amenities  are  the  same 
as  for  private  quality.  Substituting  equation  (17)  for  RA  in  equation 
(10)  and  simplifying  yields  the  following  expression: 


Pa 


Ca 

Q + M 


(31) 


For  flat  rate  reimbursement,  rearranging  equation  (24)  yields: 


(32) 

Hence,  applying  exactly  the  same  argument  we  used  for  private 
case-mix  and  quality,  we  see  that  cost-based  reimbursement  en- 
courages a higher  level  of  general  amenities  than  does  flat  rate 
reimbursement. 

However,  while  public  patients  receive  no  benefits  from  cost-based 
reimbursement’s  subsidization  of  a more  severe  private  case-mix 
and  higher  private  quality,  they  may  benefit  from  a higher  level  of 
general  amenities.  As  Bishop  (1980)  points  out  in  a slightly  different 
context,  the  benefits  will  not  be  evenly  distributed  among  public 
patients.  They  will  accrue  to  those  public  patients  fortunate  enough 
to  gain  access  to  homes  where  the  private  patients  are  willing  (and 
able)  to  pay  for  general  amenities.  Of  course,  homes  of  this  type 
will  typically  be  unwilling  to  accept  many  public  patients. 


Public  Case-Mix  and  Quality 

Equation  (9)  implies  that  under  cost-based  reimbursement  the  level 
of  public  quality  should  be  chosen  so  that  the  additional  revenue  de- 
rived from  an  increase  in  public  quality  equals  the  marginal  cost  of 
such  an  increase.  However,  substituting  for  RF_T  from  equation  (16), 
we  can  show  that  the  marginal  revenue  associated  with  higher  public 
quality  (RF  _ TM)  is  always  less  than  the  marginal  cost  of  higher  public 
quality,  as  long  as  the  facility  has  some  private  patients/  M 

\Q  + M^ 
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M 


(33) 


RF ji/W  — 


Q + M 


Cf 


T 


Since  the  facility  cannot  cover  its  marginal  cost  of  providing  quality 
above  the  minimum  standard,  the  profit-maximizing  response  is  to 
provide  only  minimum  standard  care  to  public  patients.  That  is, 
equation  (9)  can  only  be  satisfied  by  setting  CF_T  equal  to  zero,  as 
M 

long  as  — 1.  In  turn,  CF_T  will  be  zero  when  F,  the  actual 

Q + M 

intensity  of  care  provided,  equals  T,  the  minimum  standard  of  care 
required  by  the  public  case-mix.  Since  F and  T are  measured  in  the 
same  units,  CF_T  is  the  segment  of  the  CT  function  for  F ^ 70,  where 
T0  is  any  given  value  of  T.  Hence,  by  definition,  CF_T  is  always  zero 
for  F = T. 

The  optimal  public  case-mix  level  can  be  determined  from  equa- 
tion (8).  Letting  CF_T  = 0 and  substituting  equation  (15)  for  RT  in 
equation  (8),  we  can  show  that,  just  as  in  the  case  of  public  quality, 
the  marginal  revenue  of  an  increase  in  7,  ( RTM ),  will  always  be  less 
than  the  marginal  cost,  CT : 


RtM  = 


M 


0 + M 


(34) 


Hence,  the  profit-maximizing  response  is  to  minimize  the  public 
case-mix  level.  (Equation  (8)  can  only  be  satisfied  as  an  equality  by 
M 

setting  CT  = 0 as  long  as 1.  Although  it  may  not  be  pos- 

0 + M 

sible  to  satisfy  equation  (8)  as  an  equality,  we  interpret  it  as  implying 
that  the  facility  selects  as  light  a public  case-mix  as  possible.) 

While  cost-based  reimbursement  partially  covers  the  marginal 
costs  of  higher  public  quality  and  case-mix  levels,  equations  (22) 
and  (23)  show  that  flat  rate  reimbursement  provides  the  facility  no 
compensation  for  these  marginal  costs.  As  a result,  the  firm’s 
incentives,  as  under  cost-based  reimbursement,  are  to  minimize 
public  quality  and  case-mix  severity. 

Comparison  of  the  public  case-mix  and  quality  results  under  the 
two  types  of  reimbursement  yields  an  important  insight:  for  a profit- 
maximizing  firm,  reimbursing  only  a portion  of  marginal  cost  has  the 
same  effect  on  incentives  as  paying  none  of  the  marginal  cost.  To 
induce  the  firm  to  accept  a more  severe  public  case-mix,  or  to  pro- 
vide more  than  minimal  quality  care,  it  is  necessary  to  fully  cover  the 
accompanying  marginal  costs. 


Case  2:  Case-Mix  Depends  on  Output 

In  contrast  to  Case  1,  in  Case  2 we  assume  that  the  facility  cannot 
readily  fill  its  beds  with  the  patients  of  its  choice.  Instead,  we  assume 
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that  mean  case-mix  levels  will  be  higher  for  larger  outputs: 


S = S (Q)  SQ  > 0 

7=7  (M)  Tm  > 0 


(35) 


Because  the  model  is  static,  the  facility  does  not  admit  patients 
sequentially,  but  rather  selects  all  its  patients  and  patient  days 
simultaneously.  Thus  the  S and  7 functions  represent  ordered 
queues  of  potential  patients  (patient  days)  in  ascending  order  with 
respect  to  care  needs.  Since  the  firm  would  always  prefer  patient 
days  requiring  less  nursing  care,  rational  ordering  of  the  queue 
rules  out  the  possibility  that  SQ  and  Tm  might  be  negative.  In  con- 
trast to  the  previous  case  in  which  case-mix  and  output  were  inde- 
pendent, S and  7 are  no  longer  choice  variables  for  the  firm.  In- 
stead, they  are  endogenous  variables,  the  values  of  which  are  de- 
termined by  the  optimal  values  of  0 and  M.  In  other  respects,  the 
firm’s  decision-making  problem  is  the  same  as  in  Case  1. 

Under  cost-based  reimbursement,  the  first  order  conditions  for 
profit  maximization  can  be  written: 


7TQ  - 

(PQ  + PsSQ  - 

PesSq)  0 + P + rqm 
(Cq  + CsSq  — Ce_sSq ) 

= 0 

(36) 

KM  = 

R + RmM  - 

(CM  + CtTm  — Cf_tTm) 

= 0 

(37) 

TTE  — 8 = 

Pe-sO 

+ RE-sM  ~ Ce-s 

= 0 

(38) 

TTF-T  ~ 

Rjp yiW  Cj? Ji 

= 0 

(39) 

TTA  = 

paq 

+ RaM  — CA 

= 0 

(40) 

Equations  (38),  (39),  and  (40)  are  the  same  as  (7),  (9),  and  (10). 
Hence,  the  decision  rules  for  private  and  public  quality  and  general 
amenities  are  the  same  in  Case  2 as  they  were  in  Case  1.  The  first 
order  conditions  for  0 and  M (equations  (36)  and  (37))  are  more 
complicated  than  in  Case  1,  since  now  S depends  on  Q,  and  7 
depends  on  /W.4 5 * 7  However,  they  still  have  the  Same  meaning:  that  0 
and  M should  be  chosen  so  that  their  respective  marginal  revenues 
equal  their  marginal  costs. 


4 It  would  be  more  complete  to  write  S = S [Z(Q)]  and  7 = 7 [Z(M)]. 

As  in  Case  1,  we  can  subsume  Z,  the  index  of  patient  characteristics,  with- 

out loss  of  content.  Consistent  with  the  assumptions  made  in  Case  1,  S and 

7 in  Case  2 are  assumed  to  be  equal  for  equal  values  of  Z.  However,  it  does 
not  follow  that  S and  7 are  equal  when  0 equals  M,  because  Z may  have 
different  values  when  0 and  M are  equal. 
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Under  flat  rate  reimbursement,  RQ  and  R3I  are  zero,  as  they  were 
in  Case  1.  Hence,  the  first  order  conditions  for  profit  maximization 
under  flat  rate  reimbursement  are  the  following: 


VQ  - 

( Pq  + PSSQ  - 

P e-sSq)  0 + P 

( Cq  + CsSq  — CE_aSQ ) 

= 0 

(41) 

T?M  = 

R - 

(CJf  + CtT3i  — Cf_tTm) 

= 0 

(42) 

TTE  — S = 

Pe-sQ 

~ CE-s 

= 0 

(43) 

7 Tp — X = 

— CF_T 

= 0 

(44) 

tta  = 

PaQ 

~ cA 

= 0 

(45) 

Equations  (43),  (44),  and  (45)  are  the  same  as  (21),  (23),  and  (24). 
As  a result,  the  Case  1 analysis  of  the  decision  rules  for  private  and 
public  quality  and  general  amenities  is  directly  applicable  to  Case  2. 
For  this  reason,  we  will  focus  our  attention  on  the  determination  of 
the  profit-maximizing  values  of  (a)  total  output  and  (b)  the  allocation 
of  public  and  private  patient  days.  The  optimal  private  and  public 
case-mix  levels  are  determined  by  evaluating  the  S and  T functions 
at  the  optimal  values  of  Q and  M. 

Total  Output 

If  we  make  the  same  assumptions  that  we  did  in  Case  1,  then  the 
first  order  conditions  for  public  patient  days  (equations  (37)  and 
(42))  will  determine  total  output.  Equation  (37)  can  be  simplified  by 
substituting  equation  (37a)  for  R3I  and  combining  terms.  If  we  also 
use  the  result  that  optimal  public  quality  requires  that  CF_T  = 0, 
then  equation  (37)  can  be  written: 

— — [ft  ~ (C3/  + CyTitf)-^  0 (46) 

Q + M {_  J 

Equation  (46)  implies  that  under  cost-based  reimbursement,  total 
output  should  be  chosen  so  that  the  public  rate  equals  the  marginal 


5 R0  and  Rjr  are  interpreted  the  same  way  as  in  Case  1.  However,  they  are 
defined  slightly  differently: 


„ - 1 1 

^ (Cq  + CsSq  Ce  _ sSQ) 

- ° 1 

(36a) 

Q Q + M \ 

0 + M J 

R ~ ■ 1 1 

[(0,  + Cy7jV  — Cf_tTm) 

- C 1 

(37a) 

Q + M 

Q + M J 

> and  R ^ 

are  the  same  as  in  Case  1, 

. See  equations 

(14),  (16), 

and  (17). 
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cost  of  a public  patient  day.  In  turn,  since  R equals  average  cost, 
the  firm  should  produce  at  the  output  where  average  cost  reaches  its 
minimum  point.  The  only  difference  between  Cases  1 and  2 is  that 
in  Case  2,  average  and  marginal  costs  rise  as  output  rises,  in  part 
because  case-mix  levels  rise. 

Under  flat  rate  reimbursement,  CF_T  will  also  be  zero,  so  equation 
(42)  can  be  written: 

R - (CM  + CtTm)  = 0 (47) 

Equation  (47)  implies  that  total  output  should  be  chosen  so  that  the 
public  rate  equals  the  marginal  cost  of  a public  patient  day.  Conse- 
quently, the  same  decision  rules  apply  under  both  types  of  reim- 
bursement. As  in  Case  1,  equal  public  rates  will  yield  equal  optimal 
total  outputs  under  both  types  of  reimbursement. 

Public-Private  Allocation  of  Output 

In  Case  2,  the  rules  for  allocating  total  output  between  private 
and  public  patient  days  reflect  the  same  principle  as  in  Case  1 (that 
the  marginal  profitability  of  a private  and  public  day  should  be 
equated).  However,  the  specific  form  of  the  decision  rules  differs 
from  Case  1 as  a result  of  the  S and  T functions.  For  cost-based 
reimbursement,  the  following  condition  is  derived  from  equations 
(36)  and  (37): 

(Pq  + PsSQ)  Q + P = R + — j^Cs(SQ  — Tm)  J (48) 

For  flat  rate  reimbursement,  the  following  condition  is  derived  from 
equations  (41)  and  (42): 

(Pq  + PSSQ)  Q + P = R + Cs  {SQ  — Tm)  (49) 

In  deriving  equations  (48)  and  (49),  we  have  assumed  that  private 
and  public  quality  are  chosen  optimally.  That  is,  we  have  substituted 
equation  (27)  for  PB_S  in  equation  (36)  and  equation  (29)  for  PE^S 
in  equation  (41).  In  addition,  we  have  assumed  that  CF_r  is  zero. 

Unlike  Case  1,  equal  public  rates  are  not  sufficient  to  yield  the 
same  profit-maximizing,  public-private  mix  of  patient  days  under 
cost-based  and  flat  rate  reimbursement.  In  Case  2,  the  optimal 
patient  mix  depends  on  both  the  relative  severity  of  marginal  case- 
mix  (SQ  - T3i)  and  the  type  of  reimbursement.  There  are  three  pos- 
sible relationships  between  private  and  public  marginal  case-mix 
severity:  (1)  When  ( SQ  — T3[)  > 0,  the  mean  intensity  of  care  re- 
quirement is  increasing  more  rapidly  for  the  private  than  for  the 
public  patients  in  the  neighborhood  of  the  optimal  solution;  (2)  when 
(SQ  —Tm)  < 0,  the  public  patients’  care  requirement  is  increasing 
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more  rapidly  at  the  margin  than  that  of  the  private  patients;  (3)  if 
SQ  = Tm,  equations  (48)  and  (49)  reduce  to  the  same  decision  rule 
that  applied  in  Case  1.  That  is,  output  should  be  allocated  between 
private  and  public  patient  days  so  that  the  public  rate  is  equal  to 
the  private  marginal  revenue  of  a private  patient  day. 

The  relative  severity  of  marginal  case-mix  has  the  following  im- 
pact on  the  public-private  mix  of  patient  days:  if  (S0  -TM)  > 0,  the 
greater  the  difference,  the  larger  the  public  share  of  total  output. 

That  is,  the  greater  the  amount  by  which  the  private  marginal  case- 

mix  severity  exceeds  that  of  the  public  case-mix,  the  greater  the 
extent  to  which  the  facility  will  substitute  public  for  private  output. 
Conversely,  if  ( SQ  — TM)  < 0,  the  larger  the  absolute  value  of  the 

difference,  the  smaller  the  public  proportion  of  output,  that  is,  the 

greater  the  amount  by  which  the  public  marginal  case-mix  severity 
exceeds  that  of  the  private  case-mix,  the  greater  the  extent  to 
which  the  facility  will  substitute  private  for  public  output. 

Assume  that  private  marginal  revenue — the  left  side  of  equations 
(48)  and  (49) — declines  for  greater  0.  When  ( SQ  - TM)  > 0,  a greater 
positive  addition  to  the  right  side  of  equations  (48)  and  (49)  implies 
a greater  optimal  private  marginal  revenue  and  a smaller  optimal 
value  of  Q.  Conversely,  when  (S0  — T}1)  < 0,  a greater  value  sub- 
tracted from  the  right  side  of  equations  (48)  and  (49)  implies  a lower 
optimal  private  marginal  revenue  and  a larger  optimal  value  of  Q. 

The  type  of  reimbursement  system  also  affects  the  optimal  public- 
private  output  mix.  For  a given  difference,  ( SQ  - T^)  > 0,  a smaller 
proportion  of  public  output  will  result  under  cost-based  than  under 
flat  rate  reimbursement.  However,  for  a given  difference,  (Se  — T5I) 
< 0,  a greater  proportion  of  public  output  will  result  under  cost- 
based  than  under  flat  rate  reimbursement.  When  the  severity  of  the 
private  case-mix  is  increasing  faster  than  the  severity  of  the  public 

/ M \ 

case-mix,  cost-based  reimbursement  pays  a parti  I of  the 

\ Q + M ) 

difference  in  marginal  cost  attributable  to  the  private  patients,  and 

Q 

vice-versa.  This  is  reflected  by  the  presence  of  in  equa- 

Q + M 

Q 

tion  (48).  Only  . of  the  marginal  costs  due  to  relative  case-mix 
Q + M 

severity  are  not  covered  under  cost-based  reimbursement. 

Two  general  conclusions  emerge  from  this  analysis  of  the  public- 
private  allocation  of  output.  One  is  that  we  do  not  know  enough 
about  the  probable  shapes  of  the  S and  T functions  to  make  explicit 
statements  about  their  impact  on  the  public-private  mix.  Note  also 
that  comparisons  of  case-mix  levels  are  not  helpful  in  evaluating  the 
sign  of  ( SQ  - 71f).  For  example,  ( S0  — Tv)  could  be  positive  even  if 
S were  less  than  7.  Second,  neither  reimbursement  system  unam- 
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biguously  provides  better  access  incentives  for  public  or  private 
patients.  Cost-based  reimbursement  tends  to  cushion  the  negative 
effect  on  access  caused  by  a relatively  worse  marginal  case-mix. 
Hence,  if  (SQ  - TM)  < 0,  cost-based  reimbursement  will  be  better 
for  public  patients  than  flat  rate  reimbursement.  However,  if 
(SQ  — Tm)  > 0,  the  converse  will  be  true. 

Comparison  of  Cases  1 and  2 

These  analyses  demonstrate  that  supply  and  demand  conditions 
have  a significant  effect  on  the  incentives  of  providers  to  accept 
public  patients  with  special  care  needs.  When  market  conditions 
permit  providers  to  fill  their  beds  with  the  patients  of  their  choice 
(Case  1),  neither  of  our  stylized  reimbursement  systems  offers  pro- 
viders any  incentive  to  accept  public  patients  with  anything  but  the 
lightest  care  needs.  Contrary  to  common  opinion,  cost-based  reim- 
bursement has  no  advantage  over  flat  rate  reimbursement. 

Under  both  cost-based  and  flat  rate  reimbursement,  raising  public 
rates  will  expand  access  for  public  patients  by  (a)  increasing  total 
patient  days  (subject  to  the  fixed  beds  constraint)  and  (b)  increasing 
the  proportion  of  public  patient  days.  However,  in  Case  1,  higher 
public  rates  will  not  increase  access  for  public  patients  with  heavier 
care  needs. 

The  patient  day  method  of  apportioning  costs  to  public  patients 
under  cost-based  reimbursement  does  not  provide  any  incentive  for 
the  individual  facility  to  accept  public  patients  who  will  raise  the 
average  severity  of  the  public  case-mix.  This  is  because  the  cost 
apportionment  method  reimburses  only  a portion  of  the  increased 
costs  due  to  increased  severity  of  the  public  case-mix.  None  of  these 
costs  are  reimbursed  under  flat  rate  reimbursement,  but  the  effect 
on  incentives  is  the  same  as  in  the  cost-based  case. 

Finally,  patient  day  cost  apportionment  has  a perverse  effect  from 
the  point  of  view  of  the  public  program.  Since  the  public  rate  de- 
pends on  costs,  whether  they  are  incurred  for  public  or  private 
patients,  cost-based  reimbursement  subsidizes  a more  severe  private 
case-mix  than  is  optimal  under  flat  rate  reimbursement. 

In  Case  2,  where  the  output  and  case-mix  levels  are  not  inde- 
pendent of  each  other,  the  impact  of  the  level  of  rates  and  the  cost 
apportionment  process  on  access  incentives  cannot  be  separated. 
In  contrast  to  Case  1,  higher  public  rates  not  only  alter  total  output 
and  the  public-private  allocation  of  total  output,  they  also  induce  a 
facility  to  accept  a more  severe  case-mix  under  both  cost-based  and 
flat  rate  reimbursement.  A higher  public  rate  enables  the  facility  to 
fully  cover  the  marginal  costs  of  patient  days  requiring  more  inten- 
sive services. 

In  Case  2,  patient  day  cost  apportionment  affects  the  profit- 
maximizing  rule  for  allocating  total  output  between  public  and 
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private  patient  days.  Patient  day  cost  apportionment  cushions  the 
negative  impact  on  access  for  the  type  of  patient  whose  mean  case- 
mix  is  increasing  more  rapidly.  Whether  a more  severe  private  case- 
mix  is  induced  under  cost-based  than  under  flat  rate  reimbursement, 
as  in  Case  1,  depends  upon  whether  the  severity  of  the  private  or 
public  case-mix  is  increasing  more  rapidly  at  the  margin.  Neither 
type  of  reimbursement  system  unambiguously  offers  better  access 
incentives.  However,  both  cost-based  and  flat  rate  systems  offer 
better  access  incentives  than  they  did  in  Case  1. 

Finally,  some  of  the  model’s  implications  for  quality  incentives 
should  be  noted.  In  both  Case  1 and  Case  2,  it  is  optimal  for  the 
facility  to  provide  only  the  minimum  level  quality  of  care  to  public 
patients.  This  result  differs  from  that  for  case-mix,  where  the  optimal 
level  of  public  case-mix  rises  when  heavier  care  patients  must  be 
accepted  to  attract  the  optimal  number  of  patients.  The  difference 
results  from  the  fact  that  in  neither  Case  1 nor  Case  2 is  it  neces- 
sary for  the  firm  to  raise  quality  to  attract  public  patients  (F  — T is 
not  a function  of  M). 

In  general,  a facility  will  have  an  economic  incentive  to  provide  a 
higher  level  of  quality  to  provide  patients  than  to  public  ones.  (As 
long  as  Ps  > 0,  the  optimal  value  of  E - S will  exceed  the  optimal 
value  of  F - T in  both  Case  1 and  Case  2.)  This  result  also  suggests 
that  some  public  patients  or  their  families  may  be  willing  to  (illegally) 
supplement  the  public  rate  to  obtain  higher  quality  care.  We  know 
of  no  empirical  evidence  to  support  either  the  hypothesis  that  quality 
levels  differ  between  private  and  public  patients  within  the  same 
facility  or  that  public  patients  supplement  the  public  rate. 

Both  our  case-mix  and  quality  variables  are  more  difficult  to 
measure  than  are  the  actual  intensity  of  services  variables,  E and  F. 
Therefore,  it  is  of  empirical  interest  to  summarize  the  predictions 
of  the  model  for  the  private  and  public  intensity  variables.  Recall 
that  E and  F depend  on  both  the  case-mix  and  quality  decisions  of 
the  firm. 

In  Case  1,  we  would  expect  private  intensity,  E,  to  exceed  public 
intensity,  F,  because  both  S and  E - S are  expected  to  be  greater 
than  T and  F - T.  In  addition,  since  cost-based  reimbursement  sub- 
sidizes a more  severe  private  case-mix  and  higher  quality  than  would 
occur  under  flat  rates,  the  difference  between  E and  F is  expected 
to  be  greater  under  cost-based  than  under  flat  rate  reimbursement. 

In  Case  2,  we  cannot  predict  the  relationship  between  E and  F 
a priori.  Although  private  quality  is  expected  to  exceed  public  qual- 
ity, we  do  not  know  which  case-mix  level  will  be  greater.  We  can, 
however,  predict  that  the  difference  (in  absolute  value)  between 
E and  F will  be  smaller  under  cost-based  than  under  flat  rate  reim- 
bursement. Since  cost-based  reimbursement  tends  to  cushion  the 
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negative  access  effects  of  the  case-mix  that  is  relatively  severe  at 
the  margin,  the  difference  (in  absolute  value)  between  S and  T will 
be  smaller  under  cost-based  than  under  flat  rate  reimbursement. 

Improving  Access  and  Quality  Incentives 
Through  Reimbursement  Reform 

Our  model  suggests  two  approaches  to  improving  access  and 
quality  through  reimbursement  reform,  and,  at  the  same  time,  indi- 
cates problems  with  their  implementation. 

First,  Case  1 suggests  that  the  way  to  improve  access  and  quality 
incentives  is  to  alter  the  patient  day  cost  apportionment  method 
under  cost-based  reimbursement  so  that  the  full  marginal  costs  of 
public  patients’  care  needs  are  reimbursed.  In  principle,  this  can  be 
achieved  by  basing  the  public  rate  solely  on  public  patients’  costs. 
Assume  the  total  cost  function  is  separable  so  that  R can  be  defined 

C (M,  T,F-T) 

as  the  average  total  cost  of  a public  patient  day:  R = 

M 

(We  ignore  the  practical  difficulties  that  might  complicate  efforts  to 
isolate  public  costs.)  Then  substituting  for  RT  in  equation  (8),  the 
first  order  condition  for  optimal  T in  Case  1,  we  obtain  the  following 
condition: 


(C71  — Cp 71) 

— - ~ - M - (CT  - CF_T)  = 0 (50) 

M 

Similarly,  substituting  for  RF_T  in  equation  (9)  yields  the  following 
condition  for  optimal  public  quality  in  Case  1 : 

^ ^ M - CF_T  = 0 (51) 

Since  equations  (50)  and  (51)  are  satisfied  for  all  values  of  T and 
F — T,  the  facility  should,  in  principle,  be  neutral  with  respect  to  the 
case-mix  and  quality  levels  of  public  patients.6  (The  public  subsidi- 
zation of  private  case-mix  and  quality  under  cost-based  reimburse- 
ment would  also  disappear.) 

There  is,  of  course,  a flaw  in  this  solution  to  the  access  problem.7 
Although  a facility  would  not  face  the  previous  disincentive  to  accept 
heavy  care  public  patients,  neither  would  it  have  any  incentive  to 
control  the  costs  of  caring  for  these  patients.  Whatever  the  level 


6 In  practice,  there  may  be  other  reasons  why  facilities  would  continue  to 
avoid  heavy  care  patients.  (See  Bishop,  Plough,  and  Willemain  (1980), 
pp.  35-36.) 

7 The  problem  extends  beyond  determination  of  the  optimal  T and  F — T 
to  the  determination  of  total  output  (equation  (5)  for  Case  1 and  equation 
(37)  for  Case  2).  Public  output  (and,  in  turn,  total  output)  is  indeterminate 
because  total  profit  on  public  patient  days  is  the  same  for  all  potential 
outputs. 
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of  costs  incurred,  public  rates  adjust  to  fully  cover  those  costs.  This 
case  illustrates  the  familiar  tradeoff  (commonly  associated  with  cost- 
based  reimbursement)  between  cost  containment  or  efficiency 
incentives  and  access/quality  incentives. 

An  alternative  method  of  improving  access  and  quality  incentives 
is  to  modify  flat  rate  reimbursement  so  that  rates  depend,  at  least  in 
part,  on  the  severity  of  the  individual  facility’s  public  case-mix.  For 
example,  in  Case  1,  suppose  equations  (8)  and  (9)  were  adapted  so 
that  RT  and  RF_T  represented  fixed  rate  differentials  linked  to  in- 
creases in  T and  F — T.  In  this  case,  the  facility’s  optimal  public 
case-mix  severity  and  quality  would  be  determined  as  follows: 

CF 

RT  = — (52) 

Rf-t  = (53) 

With  Rt  as  a fixed  case-mix  rate  differential,  the  facility  would  have 
an  incentive  to  increase  T until  the  net  marginal  cost  of  increased 
cas.e-mix  severity  per  patient  day  equals  RT.  For  quality,  there  would 
also  be  an  incentive  to  increase  F—T  until  the  marginal  cost  of  in- 
creased quality  was  equal  to  RF_T.  This  solution  is  illustrated  in 

c c 

Figure  XVIII-2.  We  assume  that  the  marginal  costs  — — and  F~T  are 

M M 

initially  less  than  the  respective  rate  differentials  RT  and  RF_T  but 
that  they  increase  as  T and  F—T  increase,  so  that  interior  solutions 
exist  for  positive  values  of  T and  F—T. 

How  would  the  rate-setting  authority  determine  values  for  RT  and 
RF-T ? The  policy  goal  of  increasing  access  for  heavy  care  patients 
does  not  imply  a clear  standard  for  determining  RT.  Further,  since  T 
is  defined  in  terms  of  a minimum  care  standard  that  may  vary  among 
facilities,  the  same  RT  will  affect  access  differently  in  different  facili- 
ties. For  simplicity,  we  just  assume  that  RT  is  determined  to  meet 
some  desired  access  objective. 

It  is  a little  easier  to  specify  guidelines  for  the  determination  of  a 
quality  rate  differential,  RF_T.  The  critical  questions  are  (1)  how  can 
the  care  standard  (quality  of  care)  that  the  State  is  willing  to  pay  for 
be  defined  and  (2)  can  the  facility  be  induced  to  provide  the  accept- 
able quality  level  of  care?  Although  our  analysis  can  be  applied  in 
general,  we  limit  our  discussion  to  the  case  in  which  the  facility’s 
minimum  standard  of  care  is  less  than  the  State’s  acceptable  level 
of  quality.  In  this  case,  a positive  rate  differential,  RF_T,  is  required 
to  induce  an  increase  in  the  quality  level. 

Following  the  process  approach  to  quality,  we  define  the  State’s 
acceptable  level  of  care  in  terms  of  the  mean  intensity  of  services 
(for  example,  nursing  hours  per  day)  for  a specific  group  of  patients. 
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FIGURE  XVIII-2 

Equilibrium  Public  Casemix  and  Quality 
Levels  for  Given  Fixed  Rate  Differentials 
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We  assume  that  this  quality  standard,  7,  represents  a consensus  of 
professional  judgment  about  the  care  needs  of  specific  groups  of 
patients.  This  approach  to  quality  is  described  in  Shaughnessy  and 
Kurowski  (1980,  1981)  and  has  been  incorporated  into  the  Medicaid 
reimbursement  system  instituted  in  Ohio  in  July  1981. 

The  quality  standard  T can  be  used  to  determine  the  appropriate 
Rf_t . Our  model  implies  that  for  every  RT,  there  exists  an  RF_T 
such  that  the  following  condition  holds: 

V + (F-T)'  = T (54) 

That  is,  for  every  case-mix  rate  differential,  there  is  a quality  rate 
differential  that  will  induce  the  facility  to  provide  the  State’s  accept- 
able quality  of  care  to  the  group  of  patients  selected  by  the  facility. 

Limitations 

Although  the  fixed  rate  differential  approach  is  preferable  to  full 
cost  reimbursement  that  eliminates  all  cost  containment  incentives, 
it  too  faces  numerous  difficulties.  Incorporation  of  case-mix  and 
quality  differentials  into  the  reimbursement  system  involves,  first, 
determination  of  appropriate  measures  of  case-mix  and  quality  and, 
second,  determination  of  appropriate  rate  differentials  for  these 
measures.  Case-mix  severity  must  be  measured  in  a manner  that 
can  be  readily  assessed  and  monitored.  The  case-mix  measure 
should  not  be  subject  to  easy  manipulation  by  providers  for  their 
reimbursement  advantage.  Finally,  linking  rate  differentials  to  suit- 
able case-mix  measures  is  not  a simple  process. 

Walsh  (1979)  has  described  the  problems  of  patient-related  reim- 
bursement based  on  the  Illinois  experience.  He  cites  the  adminis- 
trative complexity  that  results  from  regular  patient  assessment.  In 
Illinois,  SNF  patients  are  evaluated  every  60  days,  and  ICF  patients 
once  every  quarter.  The  administrative  costs  approach  $4  million 
per  year.  Another  administrative  problem  concerns  the  autonomy 
and  authority  conferred  on  caseworkers  by  the  periodic  patient 
evaluation  process,  which  creates  potential  problems  ranging  from 
inconsistency  and  arbitrariness  to  corruption. 

Finally,  there  is  the  problem  of  relating  differences  in  patient 
conditions  to  differences  in  the  cost  of  providing  care.  Particularly 
troublesome  is  the  fact  that  if  the  reimbursement  system  pays  more 
than  it  costs  the  facility  to  provide  a service,  such  as  feeding  a bed- 
ridden patient,  an  incentive  is  created  to  keep  as  many  patients 
bedridden  as  possible. 

Various  measures  have  been  proposed  as  a basis  for  defining  rate 
differentials,  ranging  from  discrete  categories  (Ruchlin,  Levey,  and 
Muller,  1975)  to  continuous  measures.  One  possible  discrete  ap- 
proach is  to  adapt  the  diagnostic  related  group  (DRG)  concept  to 
nursing  homes  to  define  sets  of  patient  conditions  (not  necessarily 
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based  on  diagnosis)  associated  with  differential  resource  utilization 
(Fries  and  Averill,  1980).  The  Illinois  point  count  system  (Walsh, 

1979)  is  an  example  of  a continuous  measure. 

Various  ways  of  arriving  at  appropriate  rate  differentials  have  also 
been  suggested.  Both  Walsh  (1979)  and  Dean  and  Skinner  (n.d.), 
have  proposed  regression  analysis;  Walsh  also  discusses  engineer- 
ing time  and  motion  studies.  There  are  problems  with  all  of  these 
methods,  but  it  is  not  possible  at  present  to  specify  a most  feasible 
approach.  Results  from  the  NCHSR  experiment  (Weissert  et  al, 

1980)  should  provide  useful  information  on  the  feasibility  of  altering 
access/quality  incentives  with  fixed  rate  differentials. 

Willemain  (1980)  has  used  simulation  techniques  to  analyze  sev- 
eral different  ways  of  differentiating  rates  according  to  differences 
in  patient  conditions.  He  shows  that  the  benefits  of  greater  refine- 
ment in  categorizing  patients  (a  potentially  better  match  between 
patient  “needs”  and  reimbursement)  must  be  weighed  against  the 
costs  associated  with  greater  complexity.  He  particularly  emphasizes 
the  difficulties  of  accurately  assessing  patients’  needs  for  service. 
For  the  set  of  environmental  conditions  he  considers  most  realistic, 
Willemain  finds  that  a case-mix  adjustment  based  on  only  a sample 
of  a facility’s  patients  performs  “best.”  (“Best”  means  the  method 
yields  the  lowest  mean  “loss”  where  loss  is  a function  of  the  differ- 
ence between  the  simulated  values  of  a patient’s  reimbursement  rate 
and  the  value  of  the  services  he/she  “needs.”)  The  second  best 
system  was  a two-level  one  similar  to  the  SNF-ICF  categories. 

In  addition  to  the  complexity  and  operational  difficulties  of  this 
approach,  it  does  not  alter  the  fundamental  preference  of  providers 
for  light  care  patients.  At  best,  modifications  of  existing  reimburse- 
ment methods  can  marginally  improve  access  incentives  for  heavy 
care  Medicaid  patients.  More  basic  changes  in  the  availability  and 
financing  of  long-term  care  services  would  be  required  to  ensure 
priority  nursing  home  access  for  those  most  in  need  of  intensive 
nursing  services.  For  example,  it  would  be  necessary  to  shift 
demand  for  nursing  home  care  by  light  care  patients  to  other  forms 
of  care. 

Cost  Containment  Incentives 

It  is  conventional  wisdom  that  cost  containment  incentives  are 
strong  under  flat  rate  reimbursement  and  weak  under  cost-based 
reimbursement.  The  weakness  of  cost  containment  incentives  under 
cost-based  reimbursement  is  frequently  attributed  to  cost-based 
reimbursement’s  full  coverage  of  costs  so  that  facilities  have  no 
incentive  to  operate  efficiently. 

However,  this  problem  only  arises  if  the  public  rate  is  based  solely 
on  the  costs  of  public  patients.  To  illustrate  the  problem,  note  that 


652 


for  the  totally  public  firm,  tt  = RM  - C and  R = — . Substituting  for 

M 

R in  tt,  we  see  that  % - is  zero  for  all  values  of#M.  That  is,  assuming 
that  cost  includes  a normal  profit,  firms  can  do  no  better  or  worse 
than  earn  a normal  profit  whatever  level  of  costs  they  incur  or  out- 
put they  choose  to  produce.  However,  as  long  as  the  facility  has 
both  private  and  public  patients,  and  the  public  rate  is  based  on  the 
average  cost  of  care  for  both  types  of  patients,  this  problem  does 
not  arise,  at  least  in  theory. 

The  problem  does  not  emerge  gradually  as  the  share  of  public 
patient  days  increases  because  of  the  assumption  that  facilities 
maximize  profit.  Under  other  types  of  behavior,  the  incentive  prob- 
lem may  appear  under  cost-based  reimbursement  before  firms  be- 
come totally  publicly  financed.  It  depends  on  how  vigorously  they 
pursue  profits.  There  is  no  empirical  evidence  to  indicate  how  high 
the  public  share  of  total  output  must  be  before  this  problem  becomes 
serious.  Abt  Associates  (1979)  reported  that,  while  over  60  percent 
of  nursing  home  patients  were  publicly  supported  in  1974,  over 
54  percent  of  nursing  homes  had  80  percent  or  more  publicly  sup- 
ported patients. 

In  this  section,  we  investigate  two  other  aspects  of  cost  contain- 
ment incentives.  First,  we  compare  the  incentives  under  cost-based 
and  flat  rate  reimbursement  to  pursue  efficiency  gains  through 
innovation.  That  is,  we  investigate  the  incentive  to  undertake  activi- 
ties that  lead  to  increased  efficiency  in  the  long  run.  Second,  we 
examine  the  incentive  to  over-report  costs  under  cost-based  reim- 
bursement. Our  analysis  suggests  that  over-reporting  costs  is  poten- 
tially a more  serious  cause  of  weak  cost  containment  incentives 
than  is  failure  to  operate  efficiently.  Finally,  we  evaluate  the  role  of 
cost  limits  and  efficiency  allowances  in  strengthening  cost  contain- 
ment incentives  under  cost-based  reimbursement. 

Efficiency  Gains  from  Innovation 

In  the  long  run,  cost  containment  also  depends  upon  firms’  incen- 
tives to  become  more  efficient  through  innovation.  We  demonstrate 
that  if  two  conditions  are  met,  the  incentives  to  “invest”  in  the 
search  for  cost-saving  innovation  are  the  same  under  cost-based 
and  flat  rate  reimbursement.  The  two  conditions  are  that  (1)  the 
investment  or  search  costs  must  be  included  in  the  allowable  costs 
for  reimbursement,  and  (2)  the  facility  must  not  be  totally  publicly 
financed.  (This  problem  might  typically  be  approached  as  an  invest- 
ment problem,  but  it  can  be  analyzed  using  the  single  period,  long- 
run  model  without  serious  loss  of  content.) 

The  analysis  assumes  that,  given  existing  technology,  facilities 
produce  in  a technically  and  economically  efficient  manner.  That 
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is,  output  is  produced  in  the  least  cost  manner.8  However,  we  as- 
sume that  it  is  possible  to  achieve  levels  of  greater  efficiency  or 
lower  cost  by  incurring  additional  costs  that  are  assumed  to  lead 
to  the  discovery  of  cost-saving  innovations. 

To  incorporate  this  analysis  within  the  model,  a shift  variable  (X) 
representing  productivity  is  added  to  the  total  cost  function: 

C = C(Q,M,X  (Y)),  where  Cx  < 0,  XY  > 0 (55) 

X depends  on  the  level  of  effort  (Y)  devoted  to  the  discovery  of  cost- 
saving innovations.  An  increase  in  innovative  effort  (Y)  is  assumed 
to  increase  productivity  (X),  which  in  turn  lowers  patient  care  costs 
(C).  The  cost  of  Y is  denoted  by  the  function  W( Y),  where  Wy  > 0. 
Total  cost  is  now  the  sum  of  total  patient  care  costs  (C)  and  search 
costs  (W).  An  increase  in  the  search  for  cost-saving  innovations 
affects  costs  in  two  ways:  it  raises  investment  or  search  costs  ( W) 
and  it  reduces  production  costs  (C)  by  increasing  the  shift  variable 
(X). 

Incorporating  innovation  into  the  analysis  of  cost-based  reimburse- 
ment yields  the  following  profits  function: 

7T  = PQ  + RM  — C (Q,  M,  X (Y))  - W (Y)  (56) 


Assume  first  that  the  search  costs  (W)  are  reimbursable,  so  that  R 
can  be  written  as  follows: 


C + W 
Q + M 


(57) 


The  profit-maximizing  level  of  Y is  obtained  by  differentiating  equa- 
tion (56)  with  respect  to  Y and  setting  the  result  equal  to  zero: 


(CxXy  + Wy)  - (CXXy  + Wy)  = 0 (58) 

Q + M 

CxX y represents  the  marginal  reduction  in  production  costs  due  to 
innovation.  (Xy  can  be  interpreted  as  the  marginal  productivity  of 
the  search  activities,  and  Cx  measures  the  (marginal)  cost  impact  of 
innovation.)  Since  Wy  is  the  marginal  search  cost,  CxXY  + Wy 
represents  the  net  marginal  cost  saving  of  increased  Y.  Further,  as 
long  as  the  decrease  in  production  cost  (CA-XY)  exceeds  Wy  (in 
absolute  value),  CxXY  + Wy  will  be  negative,  and  increased  Y will 
result  in  a net  cost  saving. 

Equation  (58)  shows  the  relationship  between  the  change  in  prof- 
its and  the  net  cost  saving  resulting  from  a change  in  Y.  The  first 

M 

term  shows  that  public  reimbursement  declines  by  a fraction 

Q + M 

of  the  net  cost  saving.  (For  every  dollar  change  in  total  costs,  R 

8 This  assumption  is  a necessary  condition  for  profit  maximization. 
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1 


changes  by 


Q + M 


The  change  in  total  costs  is  equal  to  CxXY  + 


WY . The  change  in  total  public  reimbursement  is  the  number  of 


public  days  (M)  multiplied  by  — • ( CxXY  + Wr).)  While  the 

Q + M 

reduction  in  public  reimbursement  decreases  profits,  the  net  cost 
saving  tends  to  increase  them.  Since  the  reduction  in  public  reim- 
bursement is  only  a fraction  of  the  net  cost  saving,  profits  will  rise 
as  long  as  an  increase  in  Y yields  a cost  saving. 

It  is  useful  to  rewrite  equation  (58)  as  follows: 


(oT¥“  i)(C**r  + i»u  = ° m 

Two  results  are  apparent.  First,  as  long  as  the  facility  is  not  totally 

public  ( — ^ iV  profit  maximization  implies  that  Y should 
\Q  + M / 

be  increased  to  the  point  that  CxXY  + Wr  = 0,  or  until  the  net  cost 

M 

saving  becomes  zero.9  Second,  if  — — = 1,  equation  (59)  will  be 

Q + M 

satisfied  for  all  values  of  Y,  and  again  we  see  that  economic  incen- 
tives do  not  exist  for  the  totally  public  facility. 

The  optimal  level  of  Y under  flat  rate  reimbursement  can  be  de- 
termined by  differentiating  equation  (56)  with  respect  to  Y,  under  the 
assumption  that  R does  not  depend  on  Y: 

- (CyXy  + WY)  = 0 (60) 

Equations  (59)  and  (60)  imply  that  the  incentives  to  seek  greater 
efficiency  through  innovation  are  the  same  under  cost-based  and 
flat  rate  reimbursement. 

Disallowance  of  Search  Costs 

To  show  that  these  results  depend  upon  the  costs  W(Y)  being  in- 
cluded as  allowable  costs,  we  derive  the  optimal  value  of  Y for  the 
case  when  W(Y)  is  disallowed.  In  this  case,  the  public  rate  equals 
C 

— , and  equation  (56)  is  still  the  relevant  profit  function.  The 

Q + M 

following  condition  determines  the  optimal  value  of  Y: 


9 An  interior  solution  may  not  exist  either  because  l Vr  is  everywhere 
greater  than  — CxXY,  in  which  case,  the  optimal  value  of  Y is  zero,  or  be- 
cause — CxX v is  everywhere  greater  than  VJy  in  which  case  the  optimal 
value  of  Y is  its  maximum  feasible  value.  These  corner  solutions  may  be 
empirically  relevant.  However,  from  the  perspective  of  the  incentives  created 
by  the  reimbursement  system,  they  can  be  ignored  because  they  depend  on 
the  actual  C,  X,  and  W functions  and  not  on  the  nature  of  the  reimbursement 
function. 
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(61) 


- (CXXy  + Wy)  = 0 

Public  reimbursement  declines  by  a greater  amount  when  Y increases 
than  when  W(/)  is  included  in  allowable  cost.  (The  marginal  reduc- 
M M 

tion  is  now  — CxXY,  rather  than  — ( CxXY  + Wy).)  Hence, 

Q + M Q + M 

a larger  marginal  net  cost  saving  ( CxXY  + Wy)  will  be  required  to 
satisfy  equation  (61).  That  is,  Y will  not  be  increased  to  the  point 
where  the  marginal  net  cost  saving  becomes  zero,  only  to  the  point 
M 

at  which  it  is  equal  to  — • CxXY.  Note  also  that  the  incentive  to 

Q + M 

pursue  greater  efficiency  weakens  as  the  facility’s  public  proportion 
of  patient  days  increases. 

Impact  on  Program  Costs  and  Profits 

As  a final  comment  on  incentives  for  long-run  efficiency,  we  note 
the  different  impacts  on  public  program  costs  and  facility  profits 
under  cost-based  and  flat  rate  reimbursement.  Under  flat  rate  reim- 
bursement, the  facility  pays  the  full  costs  of  search  (W)  and  re- 
tains, in  the  form  of  higher  profits,  the  entire  net  cost  saving 

(CxXY  + Wr)  dY.  Public  program  costs  ( RM ) are  un- 

I 

changed.  Under  cost-based  reimbursement,  the  total  search  costs 

Q 

shared  between  the  facility,  which  pays  q + M ' W and  the 

W.  Similarly,  the  net  cost 
Q 


M 


public  program,  which  pays  q + M 
saving  is  shared.  The  facility’s  profits  a 
and  public  program  costs  are  reduced  by 


increased  by 


Q + M 


V, 


M 


0 + M 

Cost  Over-Reporting 


V. 


Under  cost-based  reimbursement  there  is  an  economic  incentive 
to  report  greater  costs  than  are  actually  incurred.  The  potential  for 
boosting  profit  through  excessive  cost  reporting  is  also  contingent 
upon  the  owner’s  ability  to  capture  the  difference  between  reported 
and  actual  costs.  Examples  include  paying  inflated  salaries  and/or 
wages  to  oneself  or  one’s  family  and,  more  generally,  establishing 
“kick-back”  arrangements  with  employees  and  suppliers. 

The  problem  can  be  demonstrated  analytically  by  writing  the  public 
rate  ( R ) as  a function  of  reported  costs  (Cff),  which  are  the  sum  of 
actual  costs  ( CA ) and  a difference  (D)  that  represents  hidden  profits: 


R (CA  + D) 


CA  + D 
0 + M 


(62) 
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Substituting  for  CR  and  CA  in  the  profits  function  yields 

7T  = PQ  + R (CA  + D)  M - CA  (63) 

Differentiating  - with  respect  to  D yields  the  following  expression  for 
the  incentive  to  report  costs  in  excess  of  actual  costs: 

- = R°M  = oTi  (64) 

Equation  (64)  states  that  for  every  dollar  that  CR  exceeds  CA,  profits 
M 

increase  by dollars  under  the  cost-based  reimbursement  sys- 

Q + M 

tern  analyzed  here.  Hence,  the  return  to  over-reporting  costs  is 
higher  the  greater  the  proportion  of  patient  days  that  are  publicly 
financed.  (This  result  contrasts  with  that  of  the  previous  section  in 
which  long-run  efficiency  incentives  under  cost-based  reimbursement 
did  not  depend  on  the  proportion  of  public  patient  days,  short  of  the 
facility  becoming  totally  public.) 

It  follows  that  cost-based  reimbursement  requires  scrutiny  of  re- 
ported costs  to  control  this  potential  abuse.  The  alternatives  are 
cost  audits  and/or  limits  on  those  cost  items  which  are  particularly 
vulnerable  to  over-reporting.  States  commonly  place  limits  on  admin- 
istrative salaries  and  attempt  to  restrict  “related  party”  transactions. 

Although  the  incentive  to  over-report  costs  is  not  as  straightforward 
under  flat  rate  reimbursement,  it  may  not  be  totally  absent  if  cost 
reports  are  used  to  determine  group  rates.  In  this  case,  the  individual 
facility’s  incentive  to  report  excessive  costs  depends  on  both  its 
proportion  of  public  patient  days  and  the  number  of  facilities  in  its 
group.  For  example,  if  the  group  rate  were  set  as  the  mean  cost 

M 1 

per  day  of  the  facilities  in  the  group,  then  % td  = — , where  n 

Q + M n 

is  the  number  of  facilities  in  the  group. 

Alternatively,  if  medians  or  percentiles  are  used  to  determine  group 
rates,  the  number  of  facilities  in  a group  will  have  no  effect  on  the 
incentive  to  over-report  costs.  In  this  case  however,  facilities  that 
expect  to  be  at  the  critical  percentile  may  have  an  incentive  to  over- 
report their  costs.  States  typically  use  medians  or  percentiles,  as 
opposed  to  means,  in  setting  group  rates  or  group  cost  limits. 

Implications  for  Cost  Containment  Policy 

We  have  discussed  inefficiency  and  cost  over-reporting  as  causes 
of  poor  cost  control  under  cost-based  reimbursement.  Many  States 
have  adopted  a variety  of  measures  to  deal  with  inefficiency:  general 
cost  limits,  specific  cost  center  limits,  and  efficiency  allowances. 
Common  measures  aimed  specifically  at  controlling  cost-over- 
reporting include  limits  on  administrative  salaries  and  restrictions 
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on  related  party  transactions.  Our  analysis  implies  that,  except 
where  facilities  are  so  heavily  dependent  on  Medicaid  that  they 
behave  as  if  they  were  totally  financed  by  the  program,  cost  over- 
reporting is  likely  to  be  the  more  important  cause  of  excessive  costs. 

This  analysis  implies  that  measures  to  control  cost  over-reporting 
are  likely  to  be  important  in  containing  costs,  but  that  measures 
intended  to  control  inefficiency  are  only  required  for  facilities  cater- 
ing predominantly  to  Medicaid  recipients.  For  example,  specific 
cost  center  limits  that  attempt  to  establish  efficiency  standards  for 
cost  categories,  such  as  nursing  services,  dietary  costs,  etc.,  may 
be  unnecessary.  Also,  efficiency  allowances  may  not  be  required  to 
induce  a facility  to  keep  its  costs  below  allowable  limits.  Although 
the  analysis  also  implies  that  general  cost  limits  may  not  be  needed 
to  screen  inefficient  providers,  general  limits  are  likely  to  be  a 
convenient  way  of  meeting  budgetary  constraints  in  many  cases. 

Of  course,  the  dichotomy  we  have  drawn  between  measures  aimed 
at  inefficiency  and  those  aimed  at  over-reporting  of  costs  is  not  a 
strict  one.  The  measures  that  are  intended  to  control  inefficiency 
may  also  curb  cost  over-reporting. 

Other  types  of  interactions  should  be  noted.  For  example,  the 
size  of  the  potential  cost  saving  from  the  elimination  of  efficiency 
allowances  depends  on  how  tightly  general  cost  limits  are  set. 
When  the  limits  are  binding  for  a large  proportion  of  facilities,  the 
benefits  of  eliminating  efficiency  allowances  would  be  small.  In 
addition,  it  should  be  noted  that  efficiency  allowances  may  also 
discourage  over-reporting  of  costs.  Tradeoffs  involving  administra- 
tive costs  should  also  be  considered.  A flat  rate  system  that,  in 
effect,  pays  100  percent  efficiency  allowances  but  incurs  lower 
administrative  costs  associated  with  audits,  cost  finding,  and  re- 
porting, may  be  less  expensive  than  a cost-based  system  without 
efficiency  allowances. 

Although  the  task  would  be  complex,  our  model  suggests  a means 
of  empirically  testing  the  relative  importance  of  inefficiency  and 
over-reporting  costs.  The  basis  for  the  test  is  the  model’s  prediction 
that  the  incentive  to  over-report  costs  increases  as  the  Medicaid 
share  of  a facility’s  output  increases.  However,  the  inefficiency 
problem  does  not  emerge  until  the  facility  becomes  totally  financed 
by  public  sources.  It  is  important  to  investigate  empirically  how 
heavily  financed  by  Medicaid  a facility  must  be  before  it  operates 
as  if  it  were  totally  Medicaid. 

The  assumptions  we  have  made  about  private  demand  for  nursing 
home  care  are  also  critical  to  our  analysis.  Our  conclusions  regard- 
ing efficiency  depend  both  on  the  presence  of  private  patients  in  a 
facility  and  on  a certain  degree  of  competitiveness  among  facilities 
for  private  patients.  In  particular,  it  is  important  that  facilities  not 
be  able  to  totally  pass  on  higher  costs  to  private  patients  in  the  form 
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of  higher  private  rates.  There  is  some  empirical  evidence  to  sup- 
port this  hypothesis.  Both  Bishop  (1980)  and  Mennemeyer  (1979) 
found  private  demand  to  be  highly  price  elastic.  However,  further 
empirical  analyses  of  private  demand  are  needed,  especially  ones 
that  consider  the  common  conversion  of  private  pay  patients  to 
public  sources  of  funding. 

Conclusion 

This  chapter  has  analyzed  the  pros  and  cons  of  cost-based  and 
flat  rate  reimbursement.  Past  studies  of  providers’  incentives  under 
these  alternative  reimbursement  systems  have  emphasized  the  trade- 
off between  incentives  for  cost  containment  and  those  for  access  and 
quality.  Although  poor  cost  control  is  generally  regarded  as  the 
chief  liability  of  cost-based  reimbursement,  our  analysis  implies  that 
when  profit-maximizing  facilities  have  some  private  pay  patients, 
cost-based  reimbursement  also  offers  providers  poor  access  and 
quality  incentives.  The  problem  is  especially  serious  for  heavy  care 
public  patients  when  excess  demand  for  nursing  home  care  permits 
facilities  to  readily  fill  their  beds  with  light  care  patients. 

In  recent  years,  States  have  increasingly  adopted  cost-based  sys- 
tems which  they  have  modified  to  provide  greater  cost  containment 
incentives  than  do  pure  cost-based  systems.  These  modifications 
typically  have  involved  the  addition  of  elements  of  flat  rate  reim- 
bursement, such  as  cost  limits.  As  a result,  there  has  been  a con- 
vergence of  cost-based  and  flat-rate  systems.  For  example,  a cost- 
based  system  with  strict  general  cost  limits  and  100  percent 
efficiency  allowances  provides  basically  the  same  set  of  incentives 
as  a flat  rate  system  with  rates  equal  to  the  cost  limits. 

These  changes  might  be  expected  to  have  worsened  public 
patients’  access  to  quality  care.  However,  we  have  shown  that,  for 
the  typical  for-profit  nursing  home  that  serves  both  private  and 
public  patients,  cost-based  reimbursement  offers  weak  access  and 
quality  incentives,  even  in  the  absence  of  cost  containment  pres- 
sures. 

The  disadvantages  of  cost-based  reimbursement  are  particularly 
serious  when  the  demand  for  nursing  home  care  is  so  great  that 
facilities  can  readily  fill  their  beds  with  whatever  severity  of  case- 
mix  they  choose.  Linder  these  circumstances,  cost-based  reim- 
bursement subsidizes  a more  severe  private  case-mix  and  higher 
quality  of  care  for  private  patients  than  does  flat  rate  reimbursement. 
However,  neither  type  of  system  gives  providers  any  incentive  to 
accept  heavy  care  public  patients  or  to  provide  more  than  minimal 
quality  care  for  public  patients. 

A possible  solution  to  these  problems  is  to  modify  flat  rate  sys- 
tems to  incorporate  rate  adjustments  that  depend  upon  a facility’s 
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public  case-mix  and  quality  of  care.  However,  systems  of  this  type 
are  complex  and  involve  significant  administrative  costs.  Further- 
more, whether  systems  of  this  general  type  can  improve  access  and 
quality,  especially  in  the  current  environment  of  excess  demand  and 
budgetary  problems,  remains  an  open  question.  A critical  issue  is 
their  ability  to  offset  providers’  preferences  for  light  care  patients. 

Careful  attention  should  be  paid  to  the  Medicaid  reimbursement 
systems  in  Illinois,  West  Virginia,  and  Ohio,  as  well  as  the  results 
from  the  NCHSR  Incentive  Payment  Experiment  in  San  Diego.  These 
reimbursement  systems  can  help  define  more  clearly  the  potential 
and  the  limitations  of  reimbursement  reform  for  improving  access 
and  quality. 
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Appendix 


Retrospective  Versus 
Prospective  Reimbursement 

Various  advantages  are  frequently  claimed  for  prospective  over 
retrospective  reimbursement,  including  stronger  incentives  for  cost 
containment  and  efficiency,  greater  certainty  of  revenues,  and  lower 
bookkeeping  and  other  administrative  costs.  There  are  real  admin- 
istrative differences  between  prospective  and  retrospective  systems 
which  may  affect  firms’  behavior.  However,  we  show  in  this  Appen- 
dix that  a prospective  flat  rate  based  on  past  costs  of  the  individual 
facility  yields  essentially  the  same  output  decision  as  a retrospective 
cost-based  rate.  More  generally,  cost  containment  and  efficiency 
incentives  will  not  differ  solely  as  a function  of  the  prospective/ 
retrospective  difference.  The  chief  difference  between  the  two  is 
that  the  prospective  case  may  contain  a short-run  dynamic  element 
not  observed  in  the  retrospective  case. 

The  basic  equivalency  of  the  two  cases  can  be  shown  by  assuming 
that  costs  are  constant  in  real  terms  over  time  so  that  the  reimburse- 
ment function  can  be  written  (in  real  terms)  as  RiCf^)  = R(Ct).  If 
the  past  and  present  cost  curves  are  the  same,  retrospective  and 
prospective  reimbursement  will  yield  the  same  result.  Figure  XVIII— 
A-1  illustrates  the  different  dynamics  between  the  two  cases.  Assume, 
arbitrarily,  that  initially  the  public  rate  is  Rv  The  firm  will  choose  to 
produce  where  Rx  equals  marginal  cost,  which  yields  a total  output 
of  Qx  + Mv  This  choice  will,  however,  result  in  a lower  rate  next 
period,  R2\  the  equilibrium  solution  is  at  a rate  R'  which  is  equal  to 
the  minimum  point  on  the  average  cost  curve.  R'  also  corresponds 
to  the  retrospective  equilibrium.  (It  should  be  noted  that  unless  costs 
are  fraudulently  reported,  efforts  by  the  firm  to  permanently  rafse 
its  rate  above  R’  will  either  not  succeed  or  will  be  inconsistent  with 
profit  maximization.)  This  analysis  demonstrates  that  in  theory  the 
distinction  between  retrospective  and  prospective  payment  does  not 
alter  the  firm’s  basic  incentives  when  rates  are  based  on  individual 
facility  costs. 
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FIGURE  XVIII  A-1 

Prospective  Cost-Based  Reimbursement 
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CHAPTER  XIX 


Studies  of  Nursing  Home  Costs 

by  Hans  C.  Palmer  with  the  assistance  of  Philip  G.  Cotterill 


The  Study  of  Costs 

Any  productive  facility  incurs  costs  in  providing  the  output  which 
it  sells  or  gives  away,  and  nursing  homes  are  no  exception.  Much 
economic  literature  has  focused  on  theoretical  specifications  of  the 
relationship  between  volume  of  output  and  level  of  costs — average, 
marginal,  total — for  a given  product.  Alternatively,  some  of  these 
analyses  have  sought  to  identify  a link  between  costs  and  the  char- 
acteristics of  a given  product  or  the  manner  of  its  production,  hold- 
ing the  volume  of  product  constant.  These  approaches,  among 
others,  emphasize  that  the  cost  of  production,  usually  cost  per  unit 
or  average  cost,  is  determined  by  a number  of  aspects  of  the  pro- 
duction process:  volume  of  output,  nature  of  inputs,  combination  of 
inputs,  characteristics  of  the  provider,  scale  of  operation,  and  so  on. 

For  nursing  homes  and  other  medical  facilities,  unlike  many  other 
types  of  producers,  concern  with  cost  considerations  has  often  been 
stimulated  by  the  need  to  link  costs  to  reimbursement,  usually 
provided  from  public  sources.  The  growth  of  Medicare,  Medicaid, 
and  other  forms  of  public,  third-party  payment  as  well  as,  to  a 
lesser  extent,  the  growth  of  private  health  insurance,  has  forced 
concern  with  cost  as  a proper  basis  for  those  reimbursements.  The 
approach  is  similar  to  that  used  with  agricultural  parity  payments  and 
public  utility  “fair  rate  of  return”  rate-setting.  The  need  to  provide 
an  appropriate  basis  for  reimbursement  to  nursing  homes  and  hos- 
pitals has  yielded  a rich  supply  of  cost  studies,  many  of  which  have 
been  analyzed  and  compared  by  Christine  Bishop,  whose  work 
guided  much  of  the  section  on  cost  analyses.  (See  Figure  XIX-1  for 
a list  of  studies  analyzed  by  Bishop.)  In  what  follows,  we  will  use 
Bishop’s  analysis  as  a road  map  to  identify  key  elements  in  nursing 
home  costs,  not  only  from  the  reimbursement  perspective  but,  more 
importantly,  to  understand  the  nursing  home  as  a productive  entity 
(Bishop,  1980). 

Among  the  first  cost-determining  factors  listed  by  Bishop  are 
those  associated  with  facility  characteristics,  that  is,  scale  of  opera- 
tions, provider  type  (non-profit  versus  profit),  and  location  and 
regional  differences  in  input  costs.  Secondly,  she  suggests  con- 
sideration of  the  nature  of  the  product  and  the  manner  of  payment: 

We  wish  to  thank  Christine  Bishop  for  her  very  helpful  suggestions. 
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FIGURE  XIX-1 

Nursing  Home  Cost  Studies 


Study,  Dependent 

Variable  Data  Description  R2 1 

Number  of 

Facilities  Location  Date 


Average  Total  Cost 
Ruchlin  and  Levy 
(1972)  638 

Mennemeyer  (1979)  405  to  516 

Bishop  (1980)  417 

Average  Operating  Cost 
Christianson  (1977) 

Reis  and  Christianson 
(1977) 

Walsh  (1979) 

Jensen  and 

Birnbaum  (1979) 

Lee  and 

Birnbaum  (1979) 

Bishop  (1979) 

Jensen  (1979) 

Lee  et  al  (1979) 

Private  Price 
Deane  and 
Skinner  (1978) 


Mass. 

1965-1969 

.61 

New  York 

1975, 1976 

.51 -.66 

Mass. 

1976 

.70 

Montana 

1974 

.51 

Montana 

1974 

.51 

Illinois 

— 

.57 

National 

1973 

.58 

New  York 

1974-1976 

.65-.77 

Mass. 

1973-1975 

.66-72 

Indiana 

1973-1975 

.47-63 

National 

1973 

— 

30 

50 

136 

1127 

479  to  504 
438  to  468 
78  to  86 
1127 


4000  private 


pay  patients  National  1973  .60 


1 Proportion  of  variation  explained  by  the  regression 
Source:  Bishop,  Christine  E.,  “Nursing  Home  Cost  Studies  and  Reimburse- 
ment Issues,”  Health  Care  Financing  Review,  Vol.  1,  Spring  1980,  p.  49 


certified  level  of  care  (SNF  versus  1CF),  the  nature  and  volume  of 
services  offered  and  actually  provided,  patient  characteristics,  patient 
turnover,  and  source  of  payment  (public  versus  private).  Other  fac- 
tors, such  as  occupancy  and  patient  turnover  rates,  were  also  found 
to  be  important. 

In  this  chapter  we  will  consider,  first,  the  body  of  nursing  home  cost 
studies  based  on  single  equation  cost  functions.  We  will  discuss 
many  of  the  facility,  patient,  and  reimbursement  characteristics  which 
are  important  cost  determinants  in  the  nursing  home.  Because  of 
some  methodological  and  theoretical  difficulties  associated  with 
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single-equation  models,  we  review  various  multi-equation  models 
which  incorporate  interactions  among  regulation,  private  demand 
conditions,  and  cost.  We  then  turn  to  a consideration  of  new 
approaches  to  the  relationship  between  patient  mix  and  cost,  includ- 
ing production  function  analyses,  methods  of  improving  patient 
grouping,  and  manipulations  of  the  case-mix/quality/cost  interac- 
tions.1 The  chapter  concludes  with  a section  on  research  needs. 


Single  Equation  Approaches 

The  research  considered  in  this  section  employed  single  equation 
cost  models  using  regression  analysis,  a technique  through  which 
the  influences  of  a number  of  actors  can  be  simultaneously  esti- 
mated. For  cost  analysis,  the  dependent  variable  (that  which  is  deter- 
mined or  influenced  by  output  level,  input  use,  etc.)  is  usually  cost 
per  unit,  or  average  cost,  of  output.  In  nursing  homes,  the  unit  of 
output  is  conventionally  the  bed  or  patient  day  of  care,  rather  than 
the  case  or  episode  as  used  in  some  hospital  studies.  Birnbaum 
et  al  and  McCaffree  et  al  used  other  variables  as  well. 

In  some  instances,  average  operating  (or  variable)  cost  has  been 
preferred  to  total  costs,  including  capital  costs.  This  choice  reflects 
the  belief  that  fixed  costs  do  not  vary  greatly  once  a given  nursing 
home  has  been  established  and  that  such  costs  are  not  linked  to  the 
other  variables  reflecting  scale  and  product  mix.  Presumably,  the 
latter  are  determined  by  “.  . . historical  construction  costs,  age  of 
the  facility,  method  of  financing,  and  ownership  type,  as  well  as 
by  the  type  and  number  of  patient  days  provided  (Bishop,  1980).” 
Omission  of  capital  is  also  justified  on  the  grounds  that  the  amount 
and  value  of  an  enterprise’s  capital  are  difficult  to  measure,  often 
reflecting  accounting  and  tax  conventions  rather  than  any  objective 
measures.  Moreover,  there  is  scant  possibility  of  substituting  capital 


1 Among  the  works  considered  at  length  will  be  a recent  study  by  Howard 
Birnbaum,  Christine  Bishop,  Gail  Jensen,  A.  James  Lee,  and  Douglass  Wilson, 
cited  as  Birnbaum  et  al.  We  will  also  consider  recent  studies  by  McCaffree 
et  al  (1975),  Meiners  (1978),  and  Freeh  and  Ginsburg  (1980). 

Birnbaum  et  al  imaginatively  used  so-called  structural  and  reduced  form 
analyses  of  the  nursing  home  industry  and  of  nursing  home  provider  behavior 
which  usefully  augment  the  more  conventional,  cross-sectional  static  analysis 
implicit  in  the  techniques  of  most  other  research.  Meiners  used  additive  and 
multiplicative  models,  the  latter  estimated  in  a log-linear  form  as  the  “best” 
for  the  cost-size  relationship.  His  data  set  was  taken  from  the  1973-74 
National  Nursing  Home  Survey  (NCHS). 

Freeh  and  Ginsburg  employed  translog  and  log-linear  analyses  of  the 
influences  of  output,  input  costs,  ownership,  and  reimbursement  system 
variables  on  total  operating  expenses.  They  standardized  patient  conditions, 
services  provided,  and  services  available  among  homes.  Their  objective 
was  to  examine  the  effects  of  these  variable  on  costs  and  on  efficiency  in 
the  context  of  a property  rights  model.  Another  study  concerned  with  reim- 
bursement effects  is  Morrisey  (1979). 
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for  labor  in  most  nursing  care.  Furthermore,  it  can  be  argued  that 
since  variable  costs  (especially  labor  costs)  are  such  a large  element 
in  total  nursing  home  costs,  and  since  the  short  run  for  such  facilities 
is  actually  very  long  because  of  the  nature  of  their  clientele,  variable 
costs  are  more  relevant  and  behavior-determining  in  any  event.  Addi- 
tionally, the  existing  reimbursement  systems  emphasize  operating 
costs  and,  indeed,  translate  capital  charges  into  operating  costs 
because  of  specific  allowances  for  depreciation,  etc.  For  these  and 
other  reasons,  questions  about  capital  charges  merit  special  analyses 
to  be  considered  elsewhere. 

Although  we  would  conventionally  assume  that  operations  will 
continue  in  the  short  run  as  long  as  variable  costs  are  covered,  and 
despite  the  seeming  reasonableness  of  some  of  these  capital  cost 
arguments,  all  cost  must  be  covered  in  the  long  run,  at  least  for 
proprietary  facilities,  if  the  productive  entity  is  to  remain  viable.  For 
non-profit  or  government-operated  facilities,  the  same  requirement 
might  hold,  although  usually  the  government  or  charity  agrees,  at 
least  implicitly,  to  cover  shortfalls  arising  from  operations  as  long 
as  these  shortfalls  remain  within  budgetary  limits.  Even  in  these 
latter  cases,  however,  costs  of  operation  genrally  are  supposed  to 
bear  some  stable  relationship  to  budget  allocation  levels  and  to 
“reasonable”  charges  for  operations,  as  defined  either  by  the  politi- 
cal process  or  some  group  of  trustees. 

Facility  Characteristics 

Scale  Effects 

Consistent  with  conventional  biases  about  mass  production  and 
the  efficacy  of  large  scale  production,  much  analysis  of  the  effect 
of  scale  of  output  on  nursing  home  costs  has  assumed  scale-related 
declines  in  average  costs  followed  by  increases  in  costs  due  to  com- 
munications difficulties,  etc.2  This  combination  presumably  yields  a 
conventional  U-shaped  cost  curve. 

Actually,  the  empirical  evidence  on  scale  impacts  on  costs  is 
equivocal.  As  Bishop  notes,  some  researchers  (for  example,  Deane 
and  Skinner,  1978)  found  that  average  cost  (or  price)  increases,  rather 
than  decreases,  with  scale  (bed  size).  New  York  State’s  Moreland 
Commission  found  similar  results  for  that  State  for  1976,  whereas  the 
Social  Security  Administration  found  no  systematic  relationship  be- 
tween bed  size  and  costs  (Deane  and  Skinner,  1978).  Age  of  facility 
may  also  have  some  role  to  play,  since  newer  nursing  homes  tend  to 

2 Scale  is  measured  either  in  number  of  beds  or  the  average  daily  census 
(that  is,  the  quotient  of  yearly  patient  days  divided  by  365).  Empirically,  there 
appears  to  be  little  difference  in  these  two  measures.  (See  Birnbaum  et  al, 
I,  p.  36.) 
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be  both  larger  and  more  expensive  than  older  ones.  For  example, 
Ruchlin  and  Levy  found  a negative  impact  of  scale  (that  is,  scale 
economies)  once  they  had  controlled  for  age;  Mennemeyer,  however, 
found  a positive  impact  even  when  controlling  for  age.  While  no 
studies  have  found  overwhelming  evidence  of  sizeable  scale  econo- 
mies, both  Birnbaum  et  al  and  Mark  Meiners  have  found  statistically 
significant  scale  influences  (Bishop,  1980;  Meiners,  1978,  Ruchlin  and 
Levy,  1972;  Walsh,  1979). 

Birnbaum  et  al,  using  national  data  from  1972  to  1976  and  data  of 
a five-State  sample  from  the  same  period,  identified  some  mild  econ- 
omies of  scale,  especially  in  facilities  with  less  than  40  beds  (1979). 
Cost  decreases  steeply  as  census  rises  from  near  zero  to  20  patients 
per  day,  the  decrease  amounting  to  200  per  unit  increase  in  average 
daily  census  up  to  the  20-patient  level.  Between  21  and  40  patient 
days,  decline  in  costs  is  considerably  more  modest.  Surprisingly, 
beyond  40  patients  the  average  cost  curve  becomes  virtually  flat. 
New  York  and  Massachusetts  figures  again  show  a flat  relationship 
between  cost  and  scale.  Massachusetts  seems  to  indicate  that  cost 
declines  below  a size  of  80  beds  are  very  gentle:  2.70  per  bed. 
Above  that  scale,  however,  the  relationship  is  not  statistically  signifi- 
cant. What  is  striking  about  the  New  York  data  is  the  inconsistency 
across  size  groupings  from  year  to  year.  For  example,  in  1974  facil- 
ities with  more  than  300  beds  had  average  costs  almost  $4.89  per 
patient  day  higher  than  those  of  smaller  units.  In  1976,  the  class  of 
facilities  200  to  300  beds  was  $2.23  less  costly.  Birnbaum  et  al 
attribute  these  vagaries  to  a “dynamic  regulatory  environment  in 
New  York  state,”  (1979). 

Meiners,  using  bed  size,  found  that  nursing  home  production  is 
initially  subject  to  economies  of  scale  and  eventually  to  decreasing 
returns  to  scale  (that  is,  there  is  a U-shaped  cost  curve.)  His  results 
for  both  characteristics  of  the  average  cost  curve  are  significant  at 
the  99  percent  level  of  confidence.  He  found  optimum  facility  size  to 
be  330  beds,  all  else  equal  (Meiners,  1978).  Very  importantly, 
however,  he  found  that,  at  the  level  of  the  mean  bed  size  for  his 
sample  (121  beds),  a 10  percent  increase  in  the  number  of  beds 
would  reduce  costs  by  only  0.78  percent.  In  other  words,  in  that 
size  region  the  average  cost  curve  is  almost  flat.  Meiners  argues 
that  given  the  external  costs  imposed  on  patients  and  families  by 
moves  between  facilities,  it  is  not  surprising  that  such  modest  econo- 
mies of  scale  do  not  suggest  great  cost  and  price  reductions  and  thus 
do  not  dictate  larger  nursing  facilities  on  technical  grounds.  The 
average  size  of  the  nursing  home  remains  small.  Overall,  one  might 
conclude  on  the  basis  of  the  Bishop  survey  and  the  Birnbaum  et  al 
and  Meiners  analyses  that  the  effects  of  scale  economies  are  small. 
Regulatory  authorities,  therefore,  may  not  be  able  to  achieve  much 
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in  the  way  of  program  cost  reductions  through  reimbursement  rate 
shifts  designed  to  change  (enlarge)  facility  bed  size  or  average 
daily  census. 


Occupancy  Factors 

In  considering  the  effects  of  scale,  one  must  remember  that  two 
factors  are  actually  at  work:  capacity  of  the  facility  and  degree  of 
utilization  or  occupancy  rate.  For  both  of  these  elements,  one  can 
again  hypothesize  a region  of  declining  costs  followed  by  one  of 
increasing  costs.  Viewed  in  this  manner,  the  conventional  hypothesis 
about  scale  of  operations  breaks  into  two  sub-hypotheses:  (1)  aver- 
age costs  first  decline  and  then  increase  with  bed  size  (holding 
occupancy  rate  constant)  and  (2)  average  costs  first  decrease  and 
then  increase  with  occupancy  rate  (holding  bed  size  constant).  The 
simultaneous  effects  of  these  two  influences  can  be  examined  using 
multiple  regression  analysis,  assuming  that  scale  (size)  and  oc- 
cupancy are  not  intercorrelated. 

Unlike  the  scale  factor,  the  occupancy  factor  in  the  national  Birn- 
baum  study  did  not  appear  to  significantly  influence  costs  across 
any  grouping  of  facility  sizes,  although  costs  fell  gently  as  occupancy 
rates  increased.  On  an  individual  State  basis,  occupancy  rates  in 
New  York  were  not  statistically  significant,  although  costs  in  1974-75 
did  appear  to  fall  gently  up  to  90  percent  of  capacity  and,  for  1976, 
over  all  ranges  of  output.  The  outcomes  were  not  statistically 
significant,  however.  In  Massachusetts,  where  occupancy  rate  pen- 
alties apply  for  rates  under  90  percent,  costs  fell  significantly  up  to 
that  figure.  Beyond  95  percent,  however,  costs  appeared  to  rise, 
suggesting  some  real  constraints  as  capacity  limits  are  approached. 
Overall,  this  study  concluded  that  State  regulatory  environments  were 
more  important  than  underlying  “real”  factors  of  scale  or  occupancy 
rates.  Nationally  Birnbaum  et  al  could  only  conclude  that  scale  and 
occupancy  rates  appear  unimportant  except  in  very  small  facilities. 

It  should  be  noted  that  firm  conclusions  about  the  scale  aspects  of 
nursing  home  data  are  based  mainly  on  Birnbaum’s  analysis  of  a 
fairly  small  number  of  States  and  on  a small  number  of  State-specific 
studies  (for  example,  Ruchlin  and  Levy,  1972;  Walsh,  1979).  Clearly, 
one  needs  to  analyze  a sample  even  larger  than  that  provided  by  the 
National  Nursing  Home  Survey  to  develop  firm  conclusions  about 
supposedly  typical  nursing  home  behavior. 

By  contrast  with  some  of  the  ambiguous  occupancy  results  in 
the  Birnbaum  study,  those  in  the  Deane  and  Skinner,  Walsh  and 
Meiners  research  were  statistically  significant  and  relatively  large. 
(See  Figure  XIX-2).  Meiners  also  shows  that,  with  a combined  linear 
and  quadratic  measure,  a 1 percent  increase  in  the  occupancy  rate 
will  reduce  average  costs  by  almost  2.7  percent.  He  also  suggests 
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FIGURE  XIX-2 
Effect  of  Scale 
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Walsh  Negative:  - $.0002  per  bed  Negative:  - $.0957  per 

percentage  point 

(Continued) 


Negative,  then  insignificant: 
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facilities  with  60  + beds  facilities  with  93%  + 

occupancy 

Source:  Bishop,  Christine  E„  “Nursing  Home  Cost  Studies  and  Reimbursement  Issues,"  Health  Care  Financing  Review,  Vol.  1,  Spring  1980, 


that  economies  to  increased  capacity  utilization  are  available 
throughout  the  entire  range  of  feasible  operations  (1978). 

Disagreement  among  the  various  studies  about  scale  and  occu- 
pancy rate  requires  further  investigation,  not  only  from  the  analytical 
perspective  but  also  in  view  of  policy  considerations.  Many  States 
establish  reimbursement  rates  based  on  classification  of  facilities  by 
size.  Many  of  them  also  impose  penalties  on  facilities  not  meeting 
minimum  occupancy  rates.  Although  these  regulations  often  reflect 
the  desire  to  force  facilities  to  accept  public  patients,  they  may  have 
some  unsuspected  cost  implications  which  must  be  addressed.  Of 
course,  any  analysis  of  this  type  must  proceed  from  an  understand- 
ing of  differences  among  States  with  respect  to  input  prices,  a given 
State’s  unique  nursing  home  history,  and  the  impact  of  past  regula- 
tory policies.  The  Medicare/Medicaid  balance,  as  well  as  the  role 
of  private  pay  patients,  also  should  not  be  overlooked. 

Non-Profit  and  For-Profit  Providers 

In  contrast  with  the  equivocal  results  shown  for  scale  of  operations, 
the  analyses  for  provider  type  consistently  indicate  that  government 
and  non-profit  homes  are  more  costly  than  for-profit,  proprietary 
facilities.  As  shown  in  studies  analyzed  by  Bishop,  as  well  as  in  some 
other  research,  non-profit  homes  range  from  about  $1.75  to  almost 
$12  per  day  more  costly  than  profit-oriented  homes,  while  govern- 
ment homes  are  anywhere  from  $2.50  to  over  $7  more  expensive  than 
their  proprietary  counterparts  (Bishop,  1980).  Similar  wide  diver- 
gences are  reported  in  the  Birnbaum  study  (1979).  Meiners  found 
that  average  costs  in  proprietary  homes  are  about  7.5  percent  lower 
than  in  voluntary,  non-profit  homes  (1978).  He  suggests  that 
proprietary  homes  may  b,e  similarly  advantaged  compared  with 
government  facilities.  Such  disparities  might  arise  from  profit- 
oriented,  cost-minimizing  actions  by  proprietors,  from  possibly 
“lighter”  case  loads  in  the  proprietary  homes,  and  from  the  impact 
of  regulation. 

Freeh  and  Ginsberg  (1980)  also  found  that  non-profit  and  govern- 
ment homes  were  more  costly  to  operate  than  were  for-profit 
institutions.  Greatest  differences  were  found  in  States  with  flat 
rate  reimbursement  systems,  indicating  an  interaction  among  own- 
ership type  and  reimbursement  practices.  In  addition,  they  found 
that  private  non-profit  homes  were  more  costly  than  for-profits,  but 
the  differences  were  statistically  significant  only  in  the  flat  rate 
States.  Government  homes  were  the  most  costly,  34  percent  more 
than  for-profits  in  non-flat  rate  States  and  51  percent  more  in  the  flat 
rate  States.  Freeh  and  Ginsberg  found  such  differences  to  be 
unrealistically  large,  but  they  believed  that  some  underlying  be- 
havioral differences  were  being  revealed. 
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It  is  tempting  to  argue  that  these  ownership-reimbursement  cost 
differences  reflect  efficiency  differences,  but  at  least  two  other 
sets  of  factors  may  contribute  to  the  cost  variations.  First,  the  data 
may  not  pick  up  real  differences  in  patient  needs  and  quality  of 
care  among  the  various  ownership  categories.  One  may  speculate, 
for  example,  that  government  homes  may  be  filled  with  highly 
dependent,  high  cost  patients.  Second,  non-profit  and  govern- 
ment homes  may  practice  what  Martin  Feldstein  calls  philanthropic 
wage  policy,  that  is,  they  pay  their  staffs  more  than  market  rates 
for  various  non-economic  reasons. 

While  more  aggressive  cost  minimization  may  characterize  pro- 
prietary homes,  more  research  is  needed  on  this  issue.  One  might 
well  surmise  that  output  maximization  by  non-profits  could  explain 
their  higher  average  costs,  but  investigations  to  test  such  hypotheses 
have  yet  to  be  undertaken.  As  discussed  subsequently,  there  is 
little  evidence  to  support  the  proposition  that  proprietary  nursing 
homes  “skim”  the  long-term  care  population  for  light  cases  and 
lower  costs.  On  the  other  hand,  as  noted  in  Freeh  and  Ginsburg, 
regulation  may  explain  a significant  amount  of  observed  profit 
versus  non-profit  cost  differentials,  though  the  exact  mechanism 
of  these  effects  remains  unknown. 

Free-Standing  Facilities 

Another  common  classification  relates  to  a nursing  home’s  being 
free-standing  or  incorporated  within  another  facility.  Usually,  such 
other  facility  is  a hospital,  although  many  homes  are  linked  to 
retirement  centers.  The  Health  Care  Financing  Administration 
(HCFA)  has  recently  analyzed  cost  differences  between  free-standing 
and  other  nursing  homes  (Cotterill,  1980).  Data  from  the  1977 
Medicare  cost  reports  for  skilled  nursing  facilities  (SNFs)  suggest 
that  hospital-based  units  experience  over  60  percent  higher  average 
costs  than  do  free-standing  institutions.  In  metropolitan  areas,  the 
differences  may  be  on  the  order  of  85  percent,  while  in  rural  areas 
they  may  be  over  50  percent.  (These  results  are  preliminary,  and  a 
number  of  methodological  questions  remain  unanswered.)  Similarly, 
Shaughnessy  et  al  found  in  Colorado  that  hospital-based  nursing 
homes  were  $10  more  costly  (average  cost)  per  patient  day  than 
were  free-standing  homes  (1980). 

Chain  Ownership 

It  is  often  assumed  that  members  of  nursing  home  chains  will 
enjoy  lower  costs  because  of  presumed  economies  of  scale  in 
management,  buying  supplies,  and  obtaining  finance.  Neither 
Birnbaum  et  al  nor  Meiners,  however,  found  chain  membership 
to  be  of  much  importance  nationally.  Regionally,  the  former  found 
chain  membership  to  exact  a significant  downward  influence  on 
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costs.  If  these  findings  hold  up,  they  will  resolve  one  of  the  most 
inflammatory  elements  in  current  nursing  debates..  In  any  event, 
this  question  should  be  further  analyzed,  especially  in  view  of  the 
somewhat  surprising  national  findings  (Birnbaum  et  al,  1979;  Meiners, 
1978). 

Other  facility  characteristics  have  often  been  cited  as  influencing 
costs,  for  example,  changes  in  numbers  of  beds,  percent  of  services 
provided  under  external  contracts,  in-house  training  programs,  and 
average  number  of  beds  per  room.  Somewhat  surprisingly,  Birn- 
baum et  al  found  the  first  two  to  be  of  no  significance,  while 
Meiners  found  that  the  latter  two  exerted  no  significant  influences. 
Because  these  findings  run  counter  to  intuition,  however,  additional 
research  is  in  order. 


Location 

By  contrast,  location  and  related  input  price  differentials  do 
appear  significantly  related  to  cost  differences.  Most  of  the  explana- 
tion derives  from  wage  rate  differences  in  various  parts  of  the 
country.  Alternatively,  some  studies  have  indicated  cost  variations 
based  on  rural  versus  urban  sites  or  on  population  size.  From 
reports  on  the  studies  cited  by  Bishop,  it  appears  that  location  in  the 
nation  (northeast,  south,  central,  west  or  in  specific  HHS  planning 
regions)  were  statistically  significant  in  explaining  cost  differences. 
For  Boston,  the  rural-urban  split  was  significant,  although  in  the 
Birnbaum  data,  the  rural-urban  and  population  density  variables  were 
not.  Again,  in  that  analysis  county  retail  trade  wages  and  facility 
nurse,  or  licensed  practical  nurse  (LPN),  wages  were  positively  and 
significantly  related  to  costs  (Bishop,  1980;  Birnbaum  et  al,  1979). 

Meiners  found  the  same  hierarchy  of  locational  costs  as  did 
Birnbaum  et  al:  the  Northeast  is  36  percent  more  costly  on  average 
than  is  the  West  and  22  percent  more  costly  than  the  South  and 
North  Central  regions,  in  both  of  which  average  costs  were  similar 
(1978).  He  also  found  that  wages  of  LPNs  were  significant  deter- 
minants of  average  costs;  a 10  percent  increase  in  average  wages 
accounted  for  2.2  percent  increase  in  average  costs. 

Nature  of  Nursing  Home  Product 

Level  of  Care 

Not  surprisingly,  certified  level  of  care  is  found  to  increase  costs 
significantly  in  the  studies  considered,  including  that  of  Meiners. 
Certification  classification  was  based  on  Federal  level  of  care 
distinctions  (SNF  versus  ICF)  or  on  eligibility  for  Medicare  reim- 
bursement, which  usually  is  more  stringent  than  certification  for 
Medicaid.  Additionally,  some  studies  incorporated  characteristics 
jointly  identified  with  SNFs  and  intermediate  care  facilities  (ICFs). 
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As  the  Birnbaum  study  points  out,  however,  it  is  important  to 
recognize  distinctions  among  State  patterns  of  certification  when 
considering  these  effects.  First,  States  set  certification  standards 
subject  only  to  imprecise  Federal  guidelines.  Second,  as  in  the 
case  of  size  groupings  and  identification  of  provider  characteristics, 
States  use  certification  (SNF  versus  ICF,  etc.)  as  the  basis  for 
rate-setting  for  reimbursement  purposes,  but  only  within  very  broad 
limits.  This  link  to  the  reimbursement  process  may  create  a condi- 
tion in  which  the  grouping  procedure,  employed  for  rate-setting 
purposes,  may  perpetuate  the  differences  which  the  grouping 
initially  reflected.  If  rates  for  SNFs  and  ICFs  are  initially  set  on  the 
basis  of  average  operating  costs,  there  is  no  reason  to  expect  that 
cost  differences  between  types  of  facilities  will  change,  since  both 
facility  owners  and  regulators  know  that  the  reimbursement  system 
will  pick  up  any  changes  in  costs,  including  those  associated  with 
the  original  classification  schema  (Birnbaum  et  al,  1979). 

Also,  although  one  might  expect  rate-related  certification  to  reflect 
differences  in  patient  characteristics,  the  imprecision  of  the  place- 
ment process  with  respect  to  patient  requirement  casts  some  doubt 
on  any  legitimate  link  between  certification  and  costs,  at  least 
those  presumably  appropriate  to  meeting  needs  of  specific  groups  of 
patients.  In  short,  certification  may  not  be  a valid  guide  to  matching 
expenditure  per  patient  with  the  level  of  dependency  of  that  patient. 
Therefore,  level  of  care  cost  differences  may  reveal  more  about  the 
impact  of  regulations  and  reimbursement  schedules  than  about 
the  impact  of  patient  need. 

Undoubtedly,  State-specific  reimbursement  patterns  of  the  type 
cited  by  Birnbaum  et  al  are  reflected  in  Meiners’  finding  that  only 
Medicare  certification  appears  to  exert  any  statistically  significant 
influence  on  costs.  He  determined  that  Medicare  certification  ac- 
counts for  costs  5 percent  higher  than  those  for  Medicaid  certified 
SNFs  and  15  percent  higher  than  for  Medicaid  certified  ICFs.  He  was, 
however,  unable  to  identify  any  statistically  significant  difference 
between  the  latter  two  groups.  He  ascribes  this  lack  to  relatively 
high  negative  correlations  among  the  Medicaid,  SNF,  and  ICF 
variables  (1978). 

In  considering  both  an  average  of  national  data  and  data  for 
specific  States,  Birnbaum  et  al  (1979)  established  that  the  SNF-ICF 
cost  differences  were  large  and  significant,  though  much  greater  in 
New  York  ($9— $1 1 ) than  in  Massachusetts  ($4-$6)  and  Indiana 
($1-$3).  National  SNF-ICF  differences  of  over  $2,  while  significant, 
were  considered  to  excessively  reflect  the  impact  of  individual  State 
regulatory  practice  for  them  to  have  any  applicability  across  the 
nation.  Two  other  interesting  findings,  however,  emerge  from  their 
study  of  SNF-ICF  certification  cost  differences.  One  is  that  in  New 
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York,  data  suggest  some  efficiencies  in  operating  a mixed  SNF/ICF 
facility  from  which  both  parts  benefit.  In  Massachusetts,  on  the 
other  hand,  the  joint  faciliies  were  more  expensive.  The  second 
is  that,  again  in  Massachusetts,  the  method  of  setting  rates  in 
combined  type  facilities  by  assigning  a joint  weighted  (by  bed 
proportions)  SNF-ICF  rate  to  all  Medicaid  patients,  whether  SNF  or 
ICF,  reduced  any  stimuli  to  cost  reduction  if  “.  . . facilities  concen- 
trated on  public  patients  at  the  ICF  level  and  private  patients  at 
the  SNF  level.” 

An  interesting  set  of  findings  from  Meiners’  analysis  is  related  to 
characterization  of  the  home.  In  comparison  with  so-called  nursing 
homes  (presumably  some  form  of  SNF),  ICFs  had  average  costs 
lower  by  10  percent,  while  those  characterized  as  “.  . . providing 
some  other  type  of  residential  health  care”  were  about  26  percent 
lower.  (Meiners,  1978).  Convalescent  or  rest  homes  had  costs 
not  appreciably  different  from  those  of  nursing  homes.  Among  those 
more  costly,  on  average,  were  extended  care  units  of  hospitals 
(17  percent  more)  and  nursing  care  units  of  retirement  centers 
(23  percent  more).  It  should  be  noted,  however,  that  these  results 
do  not  hold  up  in  statistical  significance  when  a linear  functional 
form  is  used  for  the  cost  equation.  Also,  level  of  care  (SNF/ICF) 
was  not  compared. 

Services  Provided  per  Patient 

It  seems  reasonable  to  assume,  on  intuitive  grounds  at  least,  that 
volume  of  services  provided  per  patient  should  be  positively  related 
to  average  operating  costs.  After  all,  more  services  per  patient 
means  more  staff  time  used,  which  in  turn  implies  a larger  wage 
bill,  more  fringes,  and  more  usage  of  complementary  factors  of 
production.  Actually,  on  both  methodological  and  empirical  grounds, 
it  appears  that  the  service  intensity  issue  cannot  be  separated  from 
patient  characteristics  (especially  patient  disability),  and  from  the 
quality  of  care  to  which  the  facility  aspires.  These  possible  inter- 
actions between  inputs  and  outputs  must  be  kept  in  mind  when 
reading  the  balance  of  this  sub-section. 

As  Bishop’s  survey  shows,  most  cost  studies  do  find  a link  between 
service  provision  and  costs,  yet  careful  methodological  analysis 
will  show  that  some  of  this  relationship  may  be  spurious  unless 
the  nature  of  services  is  identified  and  some  attempt  is  made  to  tie 
volume  of  services  to  the  type  and  amount  of  service  appropriate 
to  patient  condition. 

First,  it  is  necessary  to  distinguish  between  the  availability  of 
service  and  the  dosage  or  actual  amount  offered  and/or  provided. 
Second,  one  must  recognize  the  distinction  between  services  asso- 
ciated with  routine  caring  and  special  services,  for  example,  rehabili- 
tation, physical  therapy,  psychiatric  care,  etc.,  needed  to  minister 
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to  specific  conditions.  Third,  one  must  acknowledge  that  what 
passes  for  higher  quality  (in  the  form  of  more  nursing  or  therapist 
hours,  for  example)  may  actually  be  evidence  of  inefficiency.  In  the 
absence  of  any  specifications  about  the  amount  and  type  of  service 
associated  with  a given  quality  of  care  for  any  given  condition,  it  is 
impossible  to  distinguish  between  high  quality  and  waste.  Pursuant 
to  these  reservations,  Birnbaum  et  al  (1979)  found  that  services 
offered  were  more  important  for  cost  levels  than  were  services 
provided.  It  appears,  from  their  analysis,  that  homes  gear  up  for 
a given  quality  of  provision  for  this  case-mix  and  that  this  level  of 
intention  tells  more  about  costs  than  what  is  actually  used. 

The  effects  of  services  offered  show  quite  clearly  both  in  the 
Birnbaum  volumes  and  in  the  Meiners  analysis.  In  the  former,  the 
offer  of  occupational  therapy  added  $0.86  to  average  daily  operating 
costs,  while  the  offer  of  physical  therapy  added  $0.91  (Birnbaum 
et  al,  1979).  Other  offers  of  services  (for  example,  recreational 
therapy,  rehabilitation  therapy,  education,  etc.)  were  not  statistically 
significant. 

In  a similar  vein,  Meiners  (1978)  found  that  the  number  of  therapies 
offered  was  a highly  significant  and  large  influence  on  costs,  for 
example,  the  addition  of  one  type  of  service  added  4.5  percent  to 
average  costs.  He  also  found  that  the  presence  of  a physician  as 
supervisor  of  clinical  services  could  add  as  much  as  16  percent  to 
average  daily  cost.  Another  measure  of  attempted  quality  of  care, 
an  index  of  quality  of  staff  coverage  of  nursing  shifts,  likewise  posi- 
tively influenced  costs.  A one  unit  increase  in  this  index  value 
pushed  average  costs  up  by  2.2  percent.  Overall,  this  factor  could 
change  costs  by  as  much  as  11  percent  in  light  of  the  all  shift  com- 
binations involved.  In  terms  of  services  used,  the  Birnbaum  study 
found  that  providing  one  or  more  specific  services  (physical,  occupa- 
tional, speech,  hearing,  or  recreational  therapy,  professional  coun- 
seling) to  a patient  added  $.08  a day  to  costs.  Since  each  patient 
in  the  Birnbaum  survey  received  an  average  of  4.1  services  a month, 
the  cost  of  the  services  added  $.33  per  patient  day  to  costs. 

Patient  Condition 

Patient  condition,  like  volume  of  services  provided,  intuitively 
appears  linked  to  operating  costs,  and  many  studies  of  nursing  home 
costs  have  included  measures  of  patients’  ability  to  perform  activi- 
ties of  daily  living  (ADL)  and/or  their  medical  diagnoses  in  analytical 
cost  functions.  Essentially  the  argument  has  been  that  different  types 
of  patients  require  different  types  of  care,  may  need  different  nursing 
home  products,  and  account  for  different  levels  of  costs.  The  funda- 
mental proposition  is  that  a “basic”  patient  requires  basic  services 
and  that  more  difficult  cases  require  add-ons,  augmenting  costs. 
This  approach,  which  in  some  formulations  has  been  carried  to  very 
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sophisticated  lengths,  must,  however,  confront  two  questions:  (1)  Can 
we  really  measure  patient  status  and  (2)  What  is  the  quality  of  care 
(however  measured)  in  terms  of  the  given  patient  population?  In 
effect,  the  product  of  the  care  facility  may  not  vary  with  the  types 
of  patient  served,  since  the  volume  and  type  of  care  provided  may 
be  inappropriate  to  the  patients’  problems  and  to  the  outcomes  which 
may  be  sought  for  them  (Bishop,  1980;  McCaffree  et  at,  1975). 

In  addition,  it  must  be  recognized  that  including  patient  status 
in  an  econometric  cost  function  implies  a linkage  between  some 
status  index  and  the  cost  of  care.  The  problem  with  this  approach 
is  that  most  status  indexes  are  ordinal  in  nature,  and  the  differences 
among  levels  of  condition  do  not  necessarily  imply  equivalent 
differences  among  care  requirements.  For  example,  a patient  with 
a five  rating  on  a given  ADL  disability  scale  may  require  twice  as 
much  care  as  one  with  a rating  of' three  or  even  four.  This  difficulty 
arises  because  most  indexes  attempt  to  measure  the  number  of 
problems  and  to  attach  some  numerical  values  reflecting  number 
count  rather  than  severity.  Even  in  the  case  of  indexes  identifying 
patients  as  dependent  or  independent  or  partially  dependent,  the 
care  implications  of  those  characterizations  are  unspecified,  unless 
some  theoretical  and  empirical  care  coefficients  have  been  defined 
through  time  and  motion  studies  or  similar  operations  research 
techniques.  This  latter  may  be  a formidable  task,  given  the  numbers 
of  conditions  and  potential  numbers  of  patients. 

To  evade  some  of  the  technical  and  methodological  problems 
discussed  earlier,  the  econometric  cost  function  might  group  patients 
by  general  types  of  condition.  This  technique  could  ease  the 
accounting  problems  and  alleviate  the  ordinality  difficulty,  but  only 
at  a loss  of  predictive  power  as  to  prognoses  of  individual  patients 
and  outcomes  of  regimes  of  care  which,  even  among  grouped 
patients,  will  have  selected  individual  effects.  Cost  links  to  patient 
descriptions  would  still  remain  spurious.  Alternatively,  it  may  be 
possible  to  include  proportions  of  patients  with  certain  character- 
istics as  independent  variables  in  the  cost  equations,  but  the 
results  may  be  hard  to  interpret.  For  one  thing,  patients  tend  to 
present  clusters  of  conditions,  diagnoses,  and  dependencies  which 
would  introduce  multicollinearity  into  the  equations  and  the  statisti- 
cal manipulation  of  the  data.  Multicollinearity  cannot  be  evaded  by 
including  only  certain  “significant”  patient  descriptors  in  the  equa- 
tions, since  we  do  not  yet  know  which  clusters  of  conditions, 
diagnoses,  and  dependencies  are  thus  represented.  Again,  the  links 
among  conditions,  care,  costs,  and  outcomes  might  be  spurious, 
diluting  the  predictive  value  of  such  exercises.  As  noted  by  Bishop, 
using  patient  grouping  variables  presents  a data  problem,  since 
much  available  information  on  patients  is  based  on  samples  taken 
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from  facilities.  The  samples  may  be  unbiased,  but  the  variance  of  the 
estimates  based  on  the  samples  depends  on  the  size  of  the  parent 
populations  in  each  of  the  facilities  and  on  the  proportions  of 
patients  sampled.  As  a result,  any  actual  effects  of  patient  conditions 
may  be  hidden  in  the  biasing  toward  zero  of  the  relevant  coefficients 
because  of  large  variances  in  the  statistics  obtained  from  the 
samples  (Bishop,  1980).3 

The  Interaction  Between  Quality,  Case-Mix,  and  Cost 

A more  fundamental  problem  is  whether  the  health  or  dependency 
status  of  an  individual  directly  affects  the  nature  and  amount  of 
service  provided,  an  issue  raised  earlier.  Assuming  that  one  might 
accurately  assess  patients  or  clients,  and  accepting  the  proposition 
that  sicker  or  more  dependent  people  will  receive  more  care  than  the 
less  sick,  the  question  remains — will  those  with  a given  level  of 
dependency  or  illness  receive  the  same  type  and  amount  of  care  in 
any  home  in  which  they  may  find  themselves?  Much  anecdotal 
evidence  suggests  that  they  will  not.  To  be  sure,  some  of  the 
perceived  differences  may  reflect  differences  in  efficiency  of  re- 
source use,  at  least  as  far  as  meeting  the  needs  of  a given  dependent 
person  is  concerned.  One  home,  for  example,  may  provide  twice  as 
many  bed  baths  daily  as  another,  yet  there  may  be  no  difference 
between  the  two  with  respect  to  patient  well-being.  On  the  other 
hand,  differences  in  provision  may  reflect  the  decision  to  offer  the 
same  quality  of  care  to  all  patients.  The  analytical  problem  then 
becomes  one  of  identifying  the  predetermined  level  of  quality  of  care 
before  attempting  to  examine  the  impact  of  patient  condition  on 
costs.  The  analysts  must  thus  control  for  quality  in  linking  condition 
to  cost.  The  argument  can  be  illustrated  by  Figures  XIX— 1 and  XIX-2. 

These  diagrams  indicate  that,  given  the  level  of  quality  chosen 
(as  shown  by  the  rays  in  Figure  XIX-1  or  the  curves  in  Figure  XIX-2), 
the  volume  of  inputs,  and  thus  the  cost  of  care,  will  depend  on  the 
difficulty  or  dependency  status  of  the  patient(s).  Consequently,  any 
characteristics-cost  analysis  based  on  a sample  of  institutions  will 
inevitably  reflect  the  mix  of  quality  decisions  for  those  institutions. 
As  a result,  it  will  be  impossible  to  accurately  discern  the  relationship 
between  case-mix  and  cost  without  a prior  sort  for  facility  quality. 
Unfortunately,  there  are  complicated  methodological  problems 
associated  with  defining,  let  alone  measuring,  facility  or  care 
quality,  and  few  studies  have  dealt  with  the  qualitative  issue  in  other 
than  input  terms.  This  is  an  inappropriate  technique  since  quality 
is  a characteristic  of  consequences,  and  we  have  no  way  of  linking 

3 Bishop  also  notes  that  the  1973  and  1977  National  Nursing  Home  Surveys 
of  the  National  Center  for  Health  Statistics  are  especially  prone  to  this  weak- 
ness, because,  at  most,  10  patients  from  a facility’s  population  were  sampled 
on  a given  day  during  a year. 
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FIGURE  XIX-3 
Patient  Debility  and  inputs 
per  Patient  Day 


Source:  Bishop,  Christine  E.  "Nursing  Home  Cost  Studies  and  Reimbursement  Issues'* 
Health  Care  Financing  Review,  Vol.  1,  Spring  1980.  p.  57 
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FIGURE  XIX-4 

Patient  Dependency  and  Quality  of  Care 


Source:  Adapted  from  Bimbaum  et  at.,  Reimbursement  Strategies  tor  Nursing  Home  Care 
(Cambridge,  Mass.:  Abt,  1979,  v.  II). 
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consequence  merely  to  levels  of  input  use.  Because  of  these  limita- 
tions, we  must  conclude  that  studies  showing  high  cost  provision 
in  some  facilities,  as  compared  to  other  facilities,  may  as  well  be 
showing  waste  as  showing  better  care  (Bishop,  1980). 

Two  studies  do  attempt,  in  a simple  manner,  to  address  the 
cost-characteristics  questions,  while  controlling  for  quality.  The 
Birnbaum  analysis  of  New  York  data  indicates  that,  on  the  basis 
of  judgments  about  which  facilities  needed  improvement  and  those 
which  met  predetermined  standards  of  service  and  provision  (and 
thus  controlling  for  facilities’  quality),  “heavy"  cases  cost  more. 
Indeed,  their  quality-adjusted  New  York  analysis  showed  that  ADL 
status  was  a significant  determinant  of  costs,  whereas,  in  their 
unadjusted  national  analysis,  it  was  not.  Among  their  other  New  York 
findings  were  those  that  showed  average  cost  increasing  4.50  per 
day  with  every  percentage  point  increase  in  those  who  required 
assistance  with  eating  (1979). 

Walsh  also  found  that,  on  the  basis  of  a quality-adjusted  econo- 
metric analysis  of  the  Illinois  point-count  system  of  patient  assess- 
ment and  reimbursement,  average  costs  increased  with  severity  of 
patient  condition  (directly  reflected  in  number  of  disability  points 
assigned  to  patients),  and  with  the  number  of  skilled  nursing  days, 
a “. . . complementary  index  of  the  severity  of  patients  needs”  (1979). 

Walsh’s  study  further  shows  that  both  county  and  voluntary  homes 
are  more  expensive  than  proprietary  facilities,  and  that  costs  are 
inversely  proportional  to  proportion  of  Medicaid  patients.  A skilled 
care  patient  added  $2.73  per  day,  while  each  additional  point  for 
disability  increased  costs  by  an  amount  dependent  on  the  actual 
point  score.  To  care  for  a 25-point  patient  cost  $5.20  more  per  day 
than  to  care  for  one  with  a five  point  score,  an  important  inducement 
to  accept  low-need  patients  in  a flat-rate  system.  In  the  Walsh 
analysis,  the  qualitative  dimension  of  a home  was  determined  by 
long-term  care  professionals  and  included  considerations  of  amount 
and  preparation  of  food,  quality  of  medical  care,  quality  of  house- 
keeping, and  compliance  with  housing  standards.  A point  score  was 
given  for  quality,  and  this  score  was  then  entered  into  the  regression 
equation,  thereby  allowing  separate  analysis  of  the  impact  of  patient 
characteristics. 

Neither  the  Birnbaum  New  York  analysis  nor  Walsh’s  technique 
provide  an  unbiased  and  totally  methodologically  pure  approach. 
Both  rely  heavily  on  subjective  assessments  of  quality,  while  the 
Illinois  point  count  system  may  misconstrue  the  actual  relative  costs 
of  providing  services  for  certain  categories  of  patients,  for  example, 
is  occasional  oxygen  really  more  expensive  than  a diet  prescribed 
by  a doctor?  Nonetheless,  both  show  the  feasibility  of  a quality- 
adjusted,  patient  characteristics  approach  and  should  lead  to  a more 


683 


aggressive  research  program  to  define  the  dimensions  of  quality  and 
thus  more  accurately  link  resource  use  to  outcomes.  The  implica- 
tions for  reimbursement,  as  well  as  for  determination  of  the  effective- 
ness of  resource  use,  would  be  highly  significant  (Walsh,  1979). 

Admission  Rate 

Patient  turnover  or  admissions  rate  is  another  source  of  cost 
variation  which  appears  related  to  patient  characteristics.  One 
might,  for  example,  argue  that  this  variable  would  distinguish  post- 
stroke patients  or  rehabilitation  candidates  from  patients  needing 
long-term  custodial  care.  Actually,  the  turnover  indicator  may  also 
reflect  discharge  policies  of  the  facility  and/or  the  source  of  patient 
funding,  that  is,  the  using  up  of  a given  type  of  third  party  coverage 
for  nursing  care  services.  Whatever  the  combination  of  variables 
masked  by  the  turnover  rate,  most  studies  show  high  positive  cost 
effects  associated  with  high  turnover.  Accounting  reasons  for  this 
relationship  may  range  from  high  administrative  costs  to  patient  type 
and  condition. 

The  empirically  derived  influence  of  the  admission  rate  in  the 
studies  surveyed  by  Bishop  was  very  high.  The  addition  to  annual 
total  cost  per  additional  admission  ranged  from  $385  to  $1,720.  The 
addition  to  annual  average  operating  cost  ranged  between  $262  and 
$1,050.  In  their  national  sample  analysis,  Birnbaum  et  al  found  that 
costs  per  admission  were  $419.  That  same  analysis  showed  that  an 
additional  admission  added  about  $0,017  per  day  to  average  operat- 
ing costs.  Similarly,  Meiners  found  that  one  additional  unit  added 
to  the  annual  admission  rate  accounted  for  0.04  percent  of  added 
cost.  Both  results  were  statistically  significant  (Bishop,  1980; 
Birnbaum  et  al,  1979;  Meiners,  1978). 

Private  Versus  Public  Pay 

A number  of  analyses  have  shown  that  source  of  payment  seems 
related  to  average  costs,  although  this  factor  appears  to  work  in  a 
somewhat  contradictory  fashion.  One  could  argue  that  a commit- 
ment to  the  private  market,  as  shown  by  high  percent  private  pay, 
should  result  in  higher  costs,  since  a key  element  in  success  in  the 
private  market  is  the  provision  of  amenities  (for  example,  more 
nursing  hours),  which  cost  more  money.  On  the  other  hand,  it  can 
be  argued  that  success  in  the  private  market  might  stem  from  offering 
lower  cost  (though  not  necessarily  lower  quality)  care,  since 
private  buyers  of  care  will  have  to  pay  out  of  their  own  pockets  and 
so  will  shop  for  the  best  value. 

Given  the  plausibility  of  both  of  these  arguments,  it  is  not  surpris- 
ing that  empirical  results  show  both  types  of  outcomes,  even  within 
the  same  study.  For  example,  Birnbaum  et  al  and  Bishop  in  Massa- 
chusetts, and  Walsh  in  Illinois,  found  that  per  diem  costs  were 
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lower  in  public  pay  homes,  while  Birnbaum  et  al  and  Mennemeyer 
found  the  reverse  in  New  York.  The  Birnbaum  national  analysis 
found  the  private  pay  to  be  a positive  but  statistically  insignificant 
influence  on  costs,  a finding  which  Bishop  finds  not  surprising, 
since  the  national  data  average  out  the  regulatory  and  third-party 
payer  effects  across  the  various  States  (Bishop,  1980;  Birnbaum 
et  al,  1979). 

Actually,  the  seeming  inconsistency  both  among  arguments  and 
evidence  may  be  resolvable  if  the  effects  of  providers’  commitments 
and  regulations  are  incorporated  into  the  discussion.  To  do  so,  of 
course,  involves  the  realization  that  the  empirically  identified  effects 
of  various  factors,  such  as  payment  source,  reflect  the  interaction 
of  a number  of  other  forces  such  as  those  in  the  services-quality- 
patient  characteristics  intersection.  In  the  sources  of  payment  case, 
one  might  well  argue  that  a given  provider  makes  a commitment  to 
the  private  market  and,  thus,  to  the  provision  of  more  nursing 
services,  implying  higher  average  costs.  Another  provider  may  be 
more  committed  to  the  public  market  and  thus  to  a lower  nursing 
input  per  patient.  The  first  provider,  having  to  attract  private  pay 
patients,  may  have  to  be  highly  efficient  ip  order  to  be  price  com- 
petitive with  similar  providers.  The  public  pay-oriented  homes, 
however,  may  not  have  to  be  as  efficient,  since  their  costs  may 
be  reimbursable,  as  under  Medicaid,  and  since  they  may  not  have  to 
compete  for  patients.  Consequently,  if  one  can  control  for  nursing 
intensity  (in  effect  holding  it  constant),  the  private  pay,  market- 
oriented  homes  can  be  more  efficient  for  a given  type  of  service. 
If  the  comparison  is  not  made  in  these  terms,  the  contrast  is 
between  two  dissimilar  types  of  provision  and  may  be  invalid. 

According  to  Birnbaum  et  al,  the  New  York  and  Massachusetts 
evidence  would  seem  to  bear  out  the  latter  argument.  In  New  York, 
the  public  reimbursement  rates  have  been  high  relative  to  the 
private  market  rates,  and  homes  are  more  likely  to  be  committed  to 
the  public  market.  The  average  home  may  not  have  to  be  as  aggres- 
sive in  price  competition  or  as  cost-efficient  with  their  amenities-rich 
private  offering,  since  they  can  cover  their  higher  (private)  costs 
through  the  public  rate  and  since  they  do  not  have  to  compete  so 
aggressively  for  patients.  To  attract  private  pay  patients  in  the 
essentially  public  pay  New  York  environment,  the  mainly  private- 
oriented  facility  would  have  to  be  price  competitive  and  cost- 
efficient.  In  Massachusetts,  however,  the  incentive  to  go  after 
private  pay  patients  is  greater,  nursing  services  and  other  offered 
amenities  may  be  more  lavish,  and  average  costs  are  higher  in  the 
privately  oriented  facilities,  the  reverse  of  New  York.  In  both  cases, 
then,  it  would  seem  that,  assuming  a constant  level  of  amenities  in 
both  types  of  facilities  and  the  same  reimbursement  and  regulatory 
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environment,  the  private  pay-oriented  homes  would  find  themselves 
having  to  be  more  efficient  and  less  costly  on  an  average  cost 
basis  (Bishop,  1980;  Birnbaum  et  al,  1979). 

The  interplay  among  costs  and  the  regulatory,  reimbursement,  and 
market  environment  are  also  shown  in  the  Medicare  (as  distinct  from 
Medicaid)  reimbursement  question.  The  Birnbaum  study,  for  example, 
shows  that  filling  a Medicare-certified  bed  with  a Medicare-certified 
patient  is  more  costly  than  filling  a standard  Medicaid  bed  with  a 
public  patient.  In  Massachusetts  in  1975,  the  impact  of  a one 
percentage  point  increase  in  Medicare  patients  in  Medicare  beds 
was  a highly  significant  340  per  day  addition  to  average  operating 
costs.  Similar  outcomes  were  obtained  for  New  York,  although  the 
national  data  show  a much  more  modest  effect.  These  results  indi- 
cate that  studies  should  be  undertaken  to  assess  the  cost  implica- 
tions of  differing  public  pay  certification  among  the  various  States, 
especially  as  they  relate  to  the  Medicaid-Medicare-private  pay 
patient  mix. 

The  State  Regulatory  Environment  and  Costs 

Specific  State  or  “internal”  regulations  also  help  to  determine 
costs.  For  example,  Birnbaum  et  al  found  that  prospective  reim- 
bursement was  associated  with  higher  costs  than  were  retrospective 
systems.  Possible  technical  explanations  for  this  somewhat  surpris- 
ing result  may  lie  in  their  particular  specification  of  equations.  Also, 
the  need  to  set  higher  rates  to  induce  facility  proprietors  to  accept 
reimbursement  systems  with  high  downside  risks,  as  well  as  the 
possibility  that  prospective  rates  may  be  used  in  high  cost  States 
to  contain  future  cost  increases,  may  underlie  these  findings.  In 
any  event,  as  Birnbaum  and  his  associates  point  out  (1979),  their 
results  parallel  those  of  Sloan  and  Steinwald  on  hospital  cost 
prospective  reimbursement  schemes. 

Birnbaum  et  al  also  found  that  other  internal  regulations,  such  as 
the  presence  and  enforcement  of  life  safety  codes  and  so-called 
“absolute”  staff  requirements  (the  need  for  a nurse  or  dietician  in 
every  facility,  regardless  of  size)  and  low  occupancy  penalties 
exerted  statistically  significant,  positive  effects  on  costs.  Certificate 
of  need  programs,  pre-admission  patient  assessment  requirements, 
and  uniform  charts  of  accounts  did  not.  By  contrast,  flat  rate  reim- 
bursement systems,  rate  limit  systems,  and  administrator  salary 
limits  produced  insignificant  negative  effects  on  costs.  It  should 
be  noted  that  they  found  similar  results  in  both  their  static  and 
structural  analyses  based  on  the  behavioral  analysis  of  providers. 

Similarly,  Meiners  found  that  flat  rate,  or  other  cost  control  type, 
reimbursement  systems  exerted  statistically  significant  downward 
influences  on  (average)  costs,  that  is,  they  were  about  12  percent 
lower  than  for  homes  with  any  other  system.  His  study  also  appears 
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to  demonstrate  that  more  liberal  types  of  cost  reimbursement 
systems,  as  well  as  those  featuring  cost  reimbursement  subject  to 
limits,  tend  to  raise  average  costs  though  the  coefficients  are  not 
statistically  significant.  His  conclusions  are  hedged,  however,  by 
the  finding  that,  with  a changed  functional  form  (that  is,  a linear 
version)  for  the  cost  equation,  the  most  liberal  cost  reimbursement 
systems  do  appear  to  significantly  increase  average  costs  (Meiners, 
1978). 

It  should  also  be  noted  that  Meiners  combined  prospective 
reimbursement  and  flat  rate  reimbursement  as  the  most  stringent 
reimbursement  types.  He  also  used  terms  showing  proportion  of 
patients  in  each  home  paid  for  under  each  reimbursement  type,  rather 
than  State  dummy  variables  as  Birnbaum  used  in  the  national  study. 

Freeh  and  Ginsburg  also  discerned  important  reimbursement  in- 
fluences on  costs.  Specifically,  they  found  that  pure  cost  reimburse- 
ment systems  without  ceilings  had  the  highest  costs,  21  percent 
more  than  flat  rate  systems.  On  the  other  hand,  cost  reimbursement 
systems  with  ceilings  were  much  less  costly  than  those  without  ceil- 
ings and,  in  fact,  were  not  much  more  costly  than  flat  rate  systems. 
Ceilings  appear  to  be  binding  constraints  on  individual  home  costs. 
Overall,  Freeh  and  Ginsburg  also  found  that  all  types  of  prospective 
reimbursement  systems  together  yielded  costs  between  pure  cost 
reimbursement  and  flat  rate  systems.  Somewhat  surprisingly,  how- 
ever, prospective  systems  without  ceilings  and  those  with  reim- 
bursement based  on  nursing  home  group  characteristics  produced 
costs  much  like  those  in  flat  rate  systems.  By  contrast,  prospective 
reimbursement  systems  with  ceilings  behaved  like  pure  cost  reim- 
bursement systems.  These  last  results,  which  run  counter  to  what 
we  might  expect,  may  partially  be  explained  by  the  relatively  recent 
development  of  some  reimbursement  systems  in  1972  (the  year  of 
the  survey  data)  and  by  changes  in  the  systems  prior  to  the  survey. 
Such  findings  indicate,  however,  that  further  research  is  needed  on 
these  types  of  interaction  (Freeh  and  Ginsburg,  1980). 

Achievements  and  Limits  of 
Nursing  Home  Cost  Function  Analyses 

It  is  clear  that  the  range  of  variables  and  influences  treated  by 
cost  function  analysis  is  very  wide.  As  Bishop  notes,  cost  function 
research  has  identified  systematic  links  between  nursing  home  costs 
and  certain  key  variables.  Among  the  latter  are  occupancy  rate, 
ownership  and  provider  type,  location,  and  certified  level  of  care. 
Costs  may  also  be  influenced  by  patient  mix  and  by  services  offered, 
although  the  connections  are  not  as  consistent. 

On  the  other  hand,  a number  of  problems  characterize  cost  studies 
of  the  type  reviewed  here.  Again  as  cited  by  Bishop,  the  data  are 
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faulty  in  measuring  product  descriptors  and  quality  of  care.  More 
fundamentally,  the  interactions  among  quality,  case-mix,  and  service 
intensity  present  some  special  problems  of  definition  and  measure- 
ment. As  Bishop  says,  future  studies  may  have  to  measure  new 
variables  which  are  better  suited  to  their  purposes. 

We  must  also  recognize  that  measured  costs  and  product  variation 
reflect  a very  complex  environment  involving  (among  other  factors) 
reimbursement  policies,  State-specific  quality  and  certification  stand- 
ards, and  private  demand  conditions.  If  this  complexity  is  not 
mirrored  in  models  of  cost,  the  models  will  not  faithfully  reflect 
factors  influencing  nursing  home  costs.  Also,  their  usefulness  in 
the  policymaking  process  will  be  very  limited,  since  they  may  mislead 
policymakers  into  believing  that  the  links  between  costs  and  certain 
variables  are  simpler  than  they  actually  are. 

Other  Approaches  to  Costs  and  Outputs 

Because  of  the  recognized  limits  to  cost  function  analyses,  other 
approaches  to  the  question  of  costs  and  of  regulatory  impact  have 
been  suggested  to  assess  the  behavior  of  nursing  homes  as  eco- 
nomic entities  and  subjects  of  regulation.  Among  these  alternatives 
are  a more  “structural”  examination  of  costs  and  the  interactions 
among  a number  of  other  factors  characteristic  of  nursing  home 
behavior.  Additionally,  one  might  directly  consider  the  nature  of  the 
production  process  for  nursing  home  outputs  (however  defined) 
via  the  production  function. 

The  Birnbaum  group  has  recognized  that  single  equation  cost 
models  emphasize  average  costs  to  the  exclusion  of  other  aspects 
of  nursing  home  provider  behavior,  especially  in  a regulated  en- 
vironment. In  analyzing  these  firms  and  this  industry,  we  are  clearly 
concerned  with  aspects  other  than  costs,  since  we  are  dealing  with  a 
multi-dimensional  output,  the  ingredients  of  which  include  bed  days 
of  care  as  well  as  quality  of  care.  In  this  light,  a focus  solely  on 
cost  might  lead  an  analyst  or  regulator  to  opt  for  regimes  of  care 
which  are  unacceptably  low  with  respect  to  the  objectives  of  a long- 
term caring  institution  or  a caring  system.  Furthermore,  given  the 
possible  types  of  interaction  in  the  system,  a single  equation  model 
could  be  misleading.  For  example,  reimbursement  may  be  related  to 
service  intensity  as  well  as  to  costs.  A single  equation  cost  model 
would,  therefore,  identify  only  the  direct  effects  of  the  reimburse- 
ment variable  without  correctly  specifying  its  indirect  effects  through 
the  service  intensity  variable. 

These  considerations  led  Birnbaum  et  al  to  formulate  so-called 
structural  and  reduced  form  equations  employing  systems  of  simul- 
taneous equations  related  to  nursing  home  behavior.  These  allow  the 
analysis  of  a number  of  interactions  among  various  factors  and  a 
number  of  outcomes.  In  particular,  they  seek  to  incorporate  inter- 
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actions  among  regulation,  private  demand  conditions,  and  cost. 
Among  relevant  factors  are  average  daily  operating  costs,  service 
intensity  as  measured  by  nursing  hours  per  patient  day,  intensity  of 
rehabilitation  services  (measured  by  an  index  of  such  services), 
occupancy  rate,  public-private  patient  mix,  and  the  private  pay  price 
or  rate,  a proxy  for  the  competitiveness  of  private  pay  patients  for 
available  space.  Multiple  regression  analysis  of  costs  and  simul- 
taneous analyses  of  the  other  endogenous  variables  allow  recogni- 
tion of  a number  of  relationships,  for  example,  service  intensity 
pushes  costs  up,  yet  simultaneously  increases  the  occupancy  rate 
and  the  percent  of  private  pay  patients,  both  of  which  can  be  shown 
to  drive  costs  down.  Similarly,  prospective  reimbursement  usually 
leads  to  higher  service  intensity  and  higher  costs,  but  it  also  may  lead 
to  a higher  private  rate  and  a smaller  number  of  private  pay  patients, 
thus  increasing  access  for  public  patients.  Conversely,  retrospective 
or  flat  rate  reimbursement  may  reduce  costs  but  will  also  curtail 
service  intensity  and  the  share  of  public  patients.  To  capture  these 
interactions,  as  well  as  the  behavioral  consequences  of.  various 
reimbursement,  regulatory,  and  certification  provisions,  Birnbaum 
et  al  devised  simultaneous  equation  models  in  which  the  outcomes 
listed  earlier  were  shown  to  be  functions  of  each  other  as  well  as  of 
the  regulatory/ reimbursement/certification  climate.4  Note  that  models 
reflect  behaviors  of  individual  nursing  homes  rather  than  behavior 
across  market  areas  or  defined  catchment  areas. 

The  results  of  the  application  of  this  model  to  the  1973-74 
National  Nursing  Home  Survey  data  generally  reinforced  the  findings 
from  the  single  equation  model,  although  there  were  some  startling 
differences  which  we  will  discuss.  More  importantly,  the  model 
shows  the  interrelations  among  the  endogenous  variables  con- 
cerned with  provider  behavior  and  the  impact  of  regulation,  etc. 
Average  costs,  for  example,  are  clearly  influenced  by  newly  intro- 
duced elements  in  the  expected  direction.  Nursing  intensity,  omitted 
in  the  single  equation  model  because  of  its  intercorrelation  with 
other  variables,  adds  significantly  to  average  costs,  while  occupancy 
rate  reduces  them.  So  also,  private  pay  patient  share  accompanies 
lower  cost  levels.  These  latter  findings  appear  connected  with  the 
impact  of  increased  nursing  service  on  keeping  beds  filled  and  on  the 
desirability  of  the  home  to  private  pay  patients. 

Average  Costs  in  the  Structural  Framework 

All  of  the  listed  endogenous  variables  were  found  significant  in 
influencing  average  costs.  Nursing  intensity,  for  example,  showed 

4 See  Birnbaum  et  al  (1979),  I,  pp.  125-130  for  a discussion  of  the  struc- 
tural approach.  Results  of  the  structural  analysis  are  found  in  Volume 
II,  pp.  T-8-12  though  T-8-42.  The  following  discussion  is  based  on  the 
Volume  II  analysis  of  these  results. 
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that  for  every  10  percent  increase  in  that  service,  there  would  be  a 
4.6  percent  increase  in  costs.  Occupancy  as  a proxy  for  demand 
exerted  a significantly  negative  influence  on  costs,  as  did  percent 
private  patients.  Rehabilitation  services  were  also  positively  related 
to  costs.  Bed  size,  a proxy  for  scale,  is  strongly  and  positively 
linked  to  costs.  By  contrast,  the  admissions  rate  (turnover)  is  not  as 
influential  as  in  the  single-equation  cost  models,  and  the  ICF 
variable  is  completely  insignificant.  These  results,  as  well  as  those 
for  occupancy  and  percent  private  patients,  may  reflect  the  inclusion 
of  intensity  of  nursing  services,  a variable  omitted  from  the  single- 
equation cost  models.  In  the  case  of  ICF/SNF  certification  variable, 
the  ICF  factor  may  have  included  a lower  amount  of  nursing  services 
already.  The  effect  was,  however,  masked  in  the  single-equation  cost 
analysis. 

Reimbursement  shows  some  strong  and  interesting  influences. 
Retrospective  reimbursement  is,  again,  cost  suppressing,  more  so 
than  prospective  reimbursement,  reducing  costs  by  $1.74  per  day. 
Surprisingly,  flat  fate  reimbursement  is  much  less  influential  ( — 500 
per  day),  and  the  coefficient  is  not  statistically  significant.  Limits  on 
administrative  salaries,  uniform  charts  of  accounts,  certificate  of 
need  programs,  and  minimum  staffing  requirements  are  all  signifi- 
cant, but  low  occupancy  penalties  and  regional  wage  levels  are  not. 

Structural  Analysis  of  Service  Intensity 

The  role  of  service  intensity  was  covered  by  two  equations  in  the 
Birnbaum  model.  In  effect,  the  intensity  of  services  was  denoted  by 
nursing  intensity  and  rehabilitative  service  level.  There  also  seems 
to  be  an  inverse  relationship  between  the  two  types  of  service, 
that  is,  the  more  nursing  service  provided,  the  less  rehabilitation 
would  be  available.  (This  result  was  only  statistically  significant  in 
connection  with  rehabilitation,  however.) 

Among  the  exogenous  variables  (those  affecting  nursing  homes 
from  the  outside),  bed  size  (a  proxy  for  the  effects  of  scale)  was  not 
significant,  although  the  influence  seemed  positive.  On  the  other 
hand,  frequency  of  admissions,  a measure  of  turnover,  was  positively 
and  significantly  associated  with  rehabilitation  services  offered. 
Similarly,  SNF  certification  was  positively  and  significantly  linked  to 
intensity  of  nursing  service.  Number  of  bedridden  patients  was 
neither  positively  nor  significantly  tied  with  either  measure  of  service 
intensity.  These  equations  also  show  that  reimbursement  methods 
affect  “quality”  as  shown  by  service  intensity.  Retrospective  payment 
reduces  nursing  services  by  0.2  hours  per  day  in  comparison  with 
prospective  reimbursement;  rehabilitation  services  seem  similarly 
influenced.  Flat  rate  payment  appears  to  have  much  the  same  effect 
as  retrospective  reimbursement.  The  choice  of  a flat  rate  or  retro- 
spective system  can  cut  costs,  but  only  at  the  expense  of  quality, 
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a result  that  may  be  undesirable.  Flat  rate  systems  also  elimi- 
nate many  rehabilitative  services  which  appear  to  be  the  first  to 
go  when  providers  are  faced  with  fixed  reimbursement  limits. 
Occupancy  penalties,  which  might  have  reduced  resources  available 
to  nursing  homes  and  thereby  reduced  services,  were  instead  found 
to  be  associated  with  greater  intensity  of  nursing  services.  Possibly 
nursing  home  operators  increased  nursing  service  intensity  to  keep 
beds  filled  and  penalties  down. 

Occupancy  and  Access 

Occupancy  rate,  the  percentage  of  beds  filled,  was  used  as  proxy 
for  demand  for  nursing  home  services.  It  is  influenced  directly  by 
turnover  and  nursing  intensity  and  indirectly  by  reimbursement 
systems  which  may  cut  nursing  intensity.  Rehabilitation  services 
also  were  associated  with  occupancy  rate  (thus  demand),  though 
not  to  a significant  degree.  Certificates  of  need,  designed  to  prevent 
an  over-supply  of  beds  and  facilities,  also  raise  occupancy  rates  by 
perhaps  2.5  percentage  points,  possibly  lowering  costs  as  well.  This 
result  may  only  be  attained,  however,  by  reducing  access  for  public 
patients.  Again,  proprietary,  for-profit  homes  experience  higher 
occupancy  rates,  although  it  is  difficult  to  determine  whether  this 
is  because  of  client  preference  or  because  of  more  aggressive  cost 
minimizing  (and  bed-filling)  behavior  by  private  proprietors. 

On  the  negative  influence  side  we  find  bed/population  ratio  in  the 
market  area  and  private  pay  price,  that  is,  there  is  an  expected 
negative  relationship  between  private  price  and  private  quantity 
demanded.  Along  the  same  lines,  occupancy  is  negatively  associ- 
ated (though  not  significantly)  with  private  price,  perhaps  because 
private  pay  patients  require  faster  access  and  no  waiting  in  line. 
Again,  three-bed  versus  two-bed  rooms  exert  a negative  influence. 
Apparently,  the  difference  between  SNF  and  ICF  certification  was  of 
little  influence,  indicating  that  any  low  occupancy  penalties  should 
be  uniformly  applied  across  facilities  regardless  of  level  of  care 
classification.  Low  occupancy  rate  penalties  themselves  appeared 
to  have  little  effect  on  occupancy  rates. 

Private  Price  Factors 

The  supply-price  interaction  was  sought  with  an  inverse  supply 
function  which  showed  price  as  a function  of  quantity  provided,  of 
other  constraints  on  its  behavior,  and  of  internal  factors,  for  example, 
nursing  intensity,  occupancy  rate,  etc.  From  the  analysis,  it  appears 
that  private  price  is  a function  of  occupancy  rate  and  both  types  of 
service  intensity,  nursing  and  rehabilitation.  In  fact,  the  relationship 
is  so  strong  and  so  much  larger  than  that  found  in  the  average  cost 
equations  that  Birnbaum  and  his  associates  suggest  the  private  pay 
patients  were  being  charged  more  than  the  marginal  cost  of  pro- 
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ducing  these  services.  Private  rate  is  also  strongly  influenced  by 
reimbursement  formulae.  Specifically,  retrospective  reimbursement 
strongly  pushes  up  private  prices  as  the  policy-makers  attempt  to 
control  public  rates.  The  implication  is  that  cost  controls  aimed  at 
public  pay  patients  are  increasing  the  costs  which  private  pay 
patients  must  bear.  The  same  is  less  true  of  flat  rate  and  allowable 
cost  limit  types  of  reimbursement.  Controlling  average  public  costs 
may  be  raising  average  private  costs,  a dubious  policy  outcome 
at  best. 

Results  for  private  versus  non-profit  ownership  are  much  the  same 
as  the  effects  of  cost-cutting  reimbursement  formulae.  For-profit 
ownership  seems  associated  with  higher  private  prices,  indicating 
that  private  patients  in  those  facilities  are  more  heavily  subsidizing 
public  patients  than  is  true  in  non-profit  facilities.  Either  full  costs 
are  not  being  reimbursed  for  public  patients,  or  excess  profits  are 
being  made  on  private  pay.  Percentage  of  rooms  with  one  bed  is 
directly  related  to  private  prices.  Coefficients  for  levels  of  dis- 
ability, percentage  of  bedridden  patients,  and  percentage  of  those 
needing  aid  with  getting  out  of  a bed  or  chair,  were  all  significant  but 
negative.  Possibly  public  patients  tend  to  be  more  debilitated  than 
private  patients  and  private  patients  shy  away  from  facilities  with 
more  disabled  patients.  The  study  data  do  not  permit  a comparison 
of  private  and  public  patient  characteristics. 

The  relation  between  the  share  of  beds  occupied  by  public  and 
by  private  patients  was  examined  to  gain  a more  direct  view  of 
access  for  public  patients.  This  equation  appears  to  show  that 
cost-reducing  reimbursement  actions  by  public  authorities  will  put 
public  patients  at  disadvantage.  Of  course,  this  result  will  have  the 
same  effect  as  direct  cost-cutting  via  limitations  on  costs,  so  that 
there  are  double-barreled  consequences  from  these  policies.  The 
outcome  of  public  policy  is  also  shown  dramatically  by  the  influence 
of  retrospective  reimbursement,  which  significantly  reduced  access 
for  public  patients.  By  contrast,  low  occupancy  penalties  increased 
access  for  public  patients,  that  is,  forcing  facilities  to  fill  beds  may 
make  them  more  receptive  to  public  patients.  Favoring  the  access, 
or  at  least  utilization,  by  private  patients  were  the  degree  of  nursing 
intensity  and  the  amount  of  rehabilitative  service.  These  factors 
appear  to  attract  private  patients.  ICF  certification,  non-profit  status, 
and  fewer  beds  per  room  are*  associated  with  private  patients. 
Turnover  is  inversely  related,  indicating  that  private  patients  have 
longer  average  stays. 


Reduced-Form  Equations 

In  the  reduced-form  version  of  the  Birnbaum  multi-equation  model, 
all  endogenous  variables  (internal  to  the  individual  nursing  home) 
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are  omitted  as  explanatory  variables.  This  gives  the  impact  of  the 
exogenous  variables,  including  reimbursement  formulae,  ICF/SNF 
certification,  State-mandated  occupancy  penalties,  etc.  on  the 
endogenous  variables  including  average  operating  costs.  Thus  we 
can  link  cost-related  reimbursement  formulae  not  only  directly  to 
average  operating  costs,  but  also  indirectly  through  their  effects  on 
other  endogenous  variables  which,  in  their  turn,  affect  average 
operating  costs. 

As  suggested  earlier,  Birnbaum  et  al  found  that  reimbursement 
types  and  rates  have  a complex  relationship  with  nursing  intensity 
and  amount  of  rehabilitation  service  which  are  reflected  in  average 
costs.  The  reduced  form  of  these  analyses  differs  importantly  from 
the  structural  version.  On  the  surface,  a retrospective  type  of  system 
reduces  average  daily  costs  by  $2.31  in  comparison  with  a prospec- 
tive system;  a flat  rate  cuts  them  by  $0.87.  So  also,  a limit  on 
cost-related  reimbursement  (a  form  of  modified  flat  rate)  brings 
costs  down  by  $1.50  per  day.  Cost  limits  also  seem  to  directly 
reduce  access  for  public  patients.  Conversely,  adoption  of  uniform 
accounting  procedures  by  State  governments  as  the  basis  for  reim- 
bursement costs  appears  to  increase  operating  costs  (by  $2.41  per 
day)  and  the  private  rate  (by  $1.85  per  day).  Certificate  of  need  and 
minimum  staff  requirements  increased  average  costs  and  the  private 
rate  or  price.  This  result  may  reflect  a more  positive  stance  toward 
public  care,  and  thus  higher  regulatory  cost  impacts,  in  those  States 
which  have  adopted  such  practices.  This  possibility  emphasizes 
the  fact  that  a regulatory  posture  and  a stance  toward  public  provi- 
sion may  be  more  influential  in  cost  determination  than  some  of 
the  so-called  more  objective  determinants  of  costs.  Of  course,  we 
must  recognize  that  the  “progressive”  States  may  be  the  most 
industrialized  and/or  unionized  and  thus  higher  priced  from  the 
standpoint  of  input  cost. 

Other  than  reimbursement  formulae,  facility  characteristics  and 
patient  descriptors  were  important  exogenous  factors  affecting  costs 
and  the  other  variables  of  interest.  ICF  certification,  for  example,  led 
to  $2.01  per  day  lower  average  costs  than  did  SNF  classification.  It 
also  led  to  0.45  fewer  nursing  hours  per  day  and  lower  rehabilitation 
intensity.  Occupancy  rates  were  also  lower  in  ICFs  than  in  SNFs 
by  2.2  percentage  points,  as  were  private  rates  (minus  $2.50  per 
day)  and  percent  of  private  patients  (minus  7.4  percentage  points). 
Admitting  frequency  (turnover)  also  raised  costs  and  private  rates, 
although  the  latter  not  so  much  as  the  former,  presumably  because 
of  the  smaller  amount  of  paperwork  required.  Turnover  was  linked 
to  service  intensity,  suggesting  that  short-stay  patients  are  more 
concerned  with  rehabilitation.  Occupancy  rates  also  were  lower  with 
higher  admissions,  as  might  be  expected  given  the  necessity  of 


693 


moving  patients  in  and  out  of  beds  with  a high  volume  of  admissions 
and  discharges. 

Profit-oriented  homes  have  lower  costs  ($1.50  less  than  non-profits 
per  day),  but  their  private  rates  are  higher  (plus  $1.53  per  day). 
This  suggests  that  private  facilities  may  either  be  making  extraordi- 
nary profits  on  private  patients  or  that  private  patients  are  subsidiz- 
ing public  patients,  as  was  suggested  in  the  positive  relation  between 
private  pay  rates  and  cost  containment  measures.  Given  much  of 
the  furor  over  the  alleged  behavior  of  proprietary  facilities  in  seeking 
only  private  patients,  it  is  perhaps  surprising  that  in  the  Birnbaum 
et  al  study,  such  facilities  contain  a smaller  proportion  of  private  pay 
patients  than  do  non-profits.  Fewer  patients  per  room  also  raises 
costs,  as  does  the  percentage  of  services  purchased  externally  on 
contract. 


Patient  Characteristics 

Among  the  aspects  of  nursing  home  operation  attracting  much 
attention  has  been  patient  condition  and/or  characteristics.  In- 
cluded in  these  attributes  have  been  diagnosis,  age,  sex,  and  dis- 
ability level,  as  measured  by  a Katz  scale  or  some  similar  instru- 
ment. Interestingly,  the  Birnbaum  et  al  reduced  form  analysis 
appears  to  show  that  age  is  relevant  to  average  operating  costs  only 
for  percent  private  pay  in  a facility.  Private  patients  appears  to  be 
somewhat  older  than  public,  possibly  because  patients  and  their 
families  will  only  spend  their  own  money  if  the  client  is  very  ill  and 
needs  much  attention.  Female  patients  appear  to  cost  more  and 
were  charged  higher  private  rates. 

A corollary  of  these  private  pay  findings  is  that  the  relative  youth 
of  public  pay  patients  may  be  symptomatic  of  relative  over-utiliza- 
tion. Such  a concept  is  imprecise,  however,  unless  one  defines  it 
in  terms  of  alternatives  and  examines  the  stimuli  to  institutionaliza- 
tion. Although  the  Birnbaum  analysis  did  not  consider  the  socio- 
economic condition  of  patients,  it  is  possible  that  low  income  or 
lack  of  social  supports  may  force  recourse  to  a nursing  home  for 
some  elderly  and  their  families  for  whom  home  care  is  not  afford- 
able.5 

In  the  Birnbaum  et  al  research,  higher  level  of  patient  debility  im- 
plied higher  average  costs  as  well  as  greater  nursing  intensity,  more 
rehabilitation  service,  and  higher  private  pay  rates.  Partial  debility, 
however,  appeared  to  influence  increasing  costs  more  than  fufl 
disability,  a finding  which  parallels  those  of  Skinner  and  Yett,  (1970). 
Evidently,  highly  debilitated  patients  require  little  care  other  than 
routine  maintenance,  usually  being  confined  completely  to  bed. 
Mildly  debilitated  patients,  on  the  other  hand,  also  require  little 


5 See  Vladeck  (1980)  for  a discussion  of  these  factors. 


694 


care,  often  being  able  to  manage  much  of  their  own  care.  However, 
moderately  debilitated  patients,  usually  private  pay,  are  more  active 
than  the  former  and  more  in  need  of  help  than  the  latter,  so  they 
require  more  services  on  average.  Severer  medical  diagnoses,  as 
distinct  from  debility  or  disability,  also  boosted  costs  but  reduced 
rehabilitative  intensity,  probably  a reflection  of  the  need  for  greater 
nursing  services  on  one  hand  and  the  improbability  of  successful 
rehabilitation  on  the  other. 

By  way  of  summary,  it  appears  that  the  Birnbaum  structural  and 
reduced  form  models  provide  more  insight  into  the  behavior  of 
providers  with  respect  to  cost,  quality,  and  access  to  service  than 
do  the  straight  single  equation  models.  In  addition,  these  approaches 
offer  more  information  on  the  impact  of  public  reimbursement,  rate- 
setting, and  regulatory  and  certification  policies.  Among  the  more 
important  implications  of  the  structural  approach  are  the  following: 

• The  price  elasticity  of  demand  for  an  individual  nursing  home 
for  pay  provision  is  greater  than  one.  This  has  been  suspected 
for  some  time  and  incorporated  in  much  previous  modeling  of 
nursing  home  behavior,  but  the  analysis  provides  perhaps  the 
most  convincing  proof. 

• A corollary  of  the  above  is  that  by  not  requiring  copayments  or 
other  devices  to  raise  costs  to  public  patients,  we  may  be 
encouraging  overutilization  of  institutions  with  adverse  effects 
not  only  on  the  total  social  costs  of  providing  long-term  care 
but  also  on  the  development  of  cost-effective  and  satisfying 
alternatives. 

• Cost  control  policies  clearly  restrict  access  for  publicly  sup- 
ported patients. 

• Cost  control  policies  also  restrict  the  volume  of  nursing  services 
provided,  possibly  reducing  the  quality  of  care  below  desired 
levels. 

• The  lack  of  strong  links  between  patient  characteristics  and 
average  operating  costs  suggests  that  more  debilitated  patients 
may  not  be  getting  intense  enough  nursing  or  rehabilitative 
services.  If  so,  more  research  must  be  undertaken  on  patient- 
centered  or  patient  group-centered  reimbursement  procedures. 

• Certificates  of  need  increase  occupancy  rates. 

• Low  occupancy  penalties  have  little  effect  on  occupancy  rates 
but  may  increase  public  patient  access  to  care. 

• Cost  containment  programs  increase  the  difference  between 
private  and  public  pay  rates.  This  implies  either  high  profits  from 
private  pay  and/or  subsidization  of  public  pay  patients  by  private 
pay  patients. 

Although  the  Birnbaum  et  al  analysis  appears  to  provide  these 
valuable  insights,  more  research  along  these  lines  is  needed, 
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especially  if  new  data  bases  are  provided  or  discovered.  Certainly 
their  noteworthy  conclusions  warrant  further  investigation. 

Are  Patient  Characteristics  Appropriate? 

Conventional  cost  function  analysis  usually  does  not  include  user 
descriptions  or  characteristics  among  the  independent  variables 
associated  with  cost  determination.  In  short,  costs  are  usually  cast 
as  functions  of  output,  technology,  and  input  prices.  In  cost  analysis 
of  health  services,  however,  patient  characteristics  are  often  in- 
cluded because  of  the  difficulty  of  identifying  and  quantifying  out- 
puts). Specifically,  patient  attributes  or  “case-mix”  are  often  intro- 
duced as  independent  variables  to  control  for  the  inadequacy  of  the 
patient  day  as  a measure  of  the  scope  and  intensity  of  services 
which  compose  health  care  outputs.  In  part  for  this  reason,  and  also 
because  it  is  important  to  know  whether  patients  of  varying  disability 
levels  receive  different  “bundles”  of  nursing  care,  nursing  home 
cost  analyses  have  followed  the  tradition  of  including  patient  char- 
acteristics in  the  cost  function. 

A number  of  problems  are  associated  with  this  approach.  First, 
there  is  the  question  of  specification  as  to  which  characteristics  are 
relevant.  Second,  other  output  descriptors  or  surrogates  may  inter- 
act with  case-mix,  for  example,  services  offered,  services  provided, 
quality.  These  other  descriptors  may  be  as  difficult  as  output  to 
identify  and  specify;  moreover,  their  analytical  and  causal  interac- 
tion with  case-mix  may  be  harder  to  specify  than  the  nature  of  the 
output  itself.  In  addition,  it  is  unclear  which  parts  of  possible  output 
mix  or  set  of  descriptors  influence  which  aspects  of  output,  per  se. 

Because  of  these  limitations  on  conventional  cost  function  analysis 
and  the  difficulties  associated  with  incorporating  patient  character- 
istics and  other  descriptors,  it  seems  appropriate  to  consider  other 
ways  of  analyzing  cost.  Among  the  possible  approaches  are  produc- 
tion function  analyses,  analyses  based  on  better  patient  groupings, 
and  direct  analyses  of  case-mix,  quality,  and  cost  interaction. 

A Direct  Case-Mix — Cost-Production  Analysis 

A 1975  study  by  the  Battelle  Institute  in  Seattle  for  the  National 
Center  for  Health  Services  Research  does  attempt  a direct  calcula- 
tion of  the  production  and  delivery  of  services  to  various  categories 
of  nursing  home  patients.  This  study  used  canonical  correlation  to 
model  and  calculate,  simultaneously,  a production  function  for  care 
and  the  allocation  of  care  in  140  nursing  homes  to  sets  of  patients  as 
defined  by  the  Washington  State  reimbursement  formula  as  of  1971 
(McCaffree  ef  al,  1975).  Canonical  correlation  was  chosen  because 
conventional  cost  and  production  analyses  run  into  complications 
from  output  variation,  substitution  among  inputs,  and  the  multi- 
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product  nature  of  nursing  homes  (in  that  they  provide  care  simul- 
taneously to  patients  with  differentially  severe  conditions). 

Battelle’s  fundamental  assumption  about  the  nature  of  the  nursing 
home  is  that  it  is  an  enterprise  which  produces,  jointly,  a series  of 
outputs  (that  is,  care  to  several  levels  of  patients),  although  it  experi- 
ences only  one  production  function.  In  the  Battelle  model,  a home 
will  generate  standard  care  units  (SCUs)  which  will  then  be  “pack- 
aged” in  different  amounts  and  provided  to  differing  groups  of 
patients.  These  groups  will  differ  both  in  severity  of  condition  and 
source  of  payment,  whether  private  or  public.  It  should  be  noted 
that  the  SCU  is  never  defined,  remaining  an  abstraction,  although  it 
is  postulated  to  be  composed  of  room,  board,  and  labor  services. 
The  activity  of  interest  is,  first,  the  production  of  SCUs  and,  then, 
their  allocation  among  categories  of  patients  to  maximize  the  profits 
of  the  firm. 

Under  the  1971  Washington  State  rules,  there  were  five  home 
groupings:  extended  care  facilities  (ECFs;  essentially  Medicare- 
eligible),  three  additional  lower  classes  (l-lll;  some  Medicare/Medic- 
aid, some  Medicaid  only),  and  boarding  homes.  Patients  could  be 
private  or  public  pay.  Private  and  public  patients  were  mixed  in  the 
same  homes.  Homes  were  classed  by  the  types  of  patients  they 
could  serve,  so  that  some  could  cater  to  all  levels  of  care  needs 
while  others  could  take  only  less  demanding  patients.  On  the  bases 
of  patient  characteristics  and  reimbursement  eligibilities,  there  were 
essentially  four  groups  for  analysis:  Group  I (accepting  all  classes 
of  Medicaid  patients;  36  percent  could  take  Medicare  as  well), 
Group  II  (taking  less  severe  cases),  Group  III  (essentially  an  ICF 
group),  and  the  EOF  or  Medicare  level  homes  serving  only  Medicare 
patients. 

For  the  most  part,  the  analysis  supported  conventional  beliefs.  In 
the  Group  I facilities,  all  private  pay  categories  of  patients  received 
more  service  than  did  their  public  pay  counterparts.  The  same  was 
generally  true  for  the  ICF  level  of  care  homes. 

The  most  surprising  output  allocation  outcomes  were  those  show- 
ing that  private  level  3 (lower  care)  patients  received  more  services 
than  the  private  level  2 (higher  care)  group,  perhaps  an  artifact  of 
the  numbers  in  the  sample.  More  surprising  were  the  results  of  the 
production  function  analysis  which  showed  that  the  dieticians  in  the 
Group  I homes  extended  no  appreciable  effect  on  output  and  that 
nurses  aides  were  more  productive  than  licensed  practical  nurses 
(LPNs).  The  former  may  have  been  due  to  the  fixed  cost  nature  of 
dietician  service's,  the  latter  to  the  barriers  to  entry  to  the  LPN 
profession.  Yet  more  startling  was  the  finding  that  neither  RNs  nor 
LPNs  exerted  much  influence  on  the  production  function  among 
ICF-Ievel  homes.  This  result  may  stem  from  the  existence  of  such 
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staff  on  scene  as  a matter  of  regulation  or  habit  among  such  homes, 
which  are  often  owned  or  managed  by  RNs  or  LPNs. 

The  canonical  correlation  analysis  was  also  applied  to  facility 
characteristics  to  identify  influences  on  production  conditions  and 
allocations.  This  effort  showed  no  influences  derived  from  level  of 
Medicare  certification  among  Group  I firms  but  did  reveal  important 
consequences  of  profit  versus  non-profit  orientation.  For-profit  enti- 
ties were  shown  to  produce  more  service  for  each  patient  class  and 
also  to  use  inputs  more  productively  than  the  entire  set  of  analyzed 
firms,  profit  and  non-profit,  in  Group  I.  Facility  bed  size  also  did  not 
influence  production  but  did  appear  to  affect  the  distribution  of  care 
among  classes  of  using  units,  though  not  in  a systematic  manner. 
Overall,  the  facility  size  (and  presumably  scale)  impacts  were  un- 
certain. 

The  analysis  also  purported  to  illuminate  the  relative  pricing 
questions  within  and  between  care  classes.  Among  firms  providing 
only  ICF-level  services,  the  price  per  SCU  seems  to  have  been  the 
same.  Among  Group  I firms,  however,  each  patient  set  within  the 
public  and  private  pay  sectors  paid  the  same  amount  per  SCU,  but 
the  private  paid  more  per  SCU  than  did  the  public.  So  also,  wages 
equaled  marginal  factor  costs  among  Group  I firms  but  not  among 
ICF-type  firms.  The  former  behaved  as  profit  maximizers;  the  latter 
did  not.  It  is  possible  that  the  factor  cost  findings  may  reflect  the 
higher  standards  required  of  SNF-level  firms,  whereas  the  failure 
of  ICFs  to  maximize  profit  may  reveal  the  larger  number  of  public 
pay  patients  found  there. 

Dealing  directly  with  production  and  allocation  of  the  product 
with  the  canonical  correlation  technique  rather  than  attempting  to 
generate  cost  functions  allows  the  analyst  to  consider  the  case-mix/ 
output  linkage  without  having  to  use  case-mix  as  a surrogate  for 
output.  The  inability  to  deal  with  output  definition  and  measurement 
is  also  avoided,  since  no  unique  output  is  sought.  Rather,  the 
amounts  of  care  delivered  to  each  care  group  can  be  presumed  to 
reflect  corresponding  multiples  of  the  SCU  without  having  to  identify 
or  quantify  that  abstract  bundle. 

McCaffree  et  al  also  assert  that  their  analysis  makes  some  definite 
statements  about  profitability  and  presumed  subsidization  by  private 
patients.  Specifically,  they  claim  that  patients  who  are  exclusively 
Medicare  (ECF)  receive  more  care  than  the  heaviest  category  of 
public  pay  (group  1)  patients  not  in  ECFs.  Not  surprisingly,  light  care 
patients  receive  fewer  SCUs  than  heavy  care  cases,  which  are,  how- 
ever, more  profitable,  as  are  private  (versus  public)  patients.  Light 
care  groups  (public  and  private)  are  also  shown  to  sometimes  gen- 
erate losses  in  Group  I homes.  The  combination  of  greater  profit- 
ability from  heavy  care  and  possible  losses  from  light  care  may 
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provide  a set  of  motivations  for  proprietors  to  keep  or  place  patients 
in  heavy  care  situations,  as  has  sometimes  been  claimed  by  nurs- 
ing home  reformers.  (This  is  at  variance  with  another  common 
assertion  that  proprietors  skim  the  patient  loads  for  only  light  care 
cases.  Such  action  may  occur  only  if  the  reimbursement  rate  is  the 
same  for  both  types  of  cases.  The  McCaffree  analysis  specifically 
excludes  that  possibility.)  Overall,  the  analysis  purports  to  show 
that  firms  maximize  profits  by  providing  services  to  loss-generating 
as  well  as  profit-making  patients  and  that  the  typical  firm  made 
positive  profits  on  its  operations.  Losses  on  light  care  patients  were 
less  than  losses  on  empty  beds.  It  would  seem  that  this  empirical 
model  comes  to  many  of  the  same  conclusions  about  allocating 
output  as  did  the  geometric  expositions  developed  earlier  in  Chap- 
ter XVI. 

The  canonical  correlation  technique  also  allows  the  analyst  to 
determine  the  effects  of  changes  in  staffing  requirements  and,  po- 
tentially, of  changes  in  other  regulations  and  certification  standards. 
For  example,  an  increase  in  the  requirement  for  registered  nursing 
hours  may  raise  standards  of  service  for  all  classes  of  patients, 
public  and  private.  However,  if  we  use  the  amount  of  care  provided 
public  class  No.  2 (moderate  care  need)  as  a numeraire,  it  can  be 
shown  that  the  private  pay  groups  will  all  benefit  more  from  such 
regulations  than  will  any  of  the  public  pay  groups.  In  effect,  the 
care  groups  will  share  in  the  additional  care,  not  equally,  but  in 
proportion  to  the  amount  of  care  each  was  receiving  before  the 
change  in  regulations.  This  result  should  not  surprise  us,  nor  should 
its  policy  implications,  since  proprietors  will  tend  to  allocate  addi- 
tional service  (and  costs)  to  those  customers  who  pay  higher  prices 
and  who  are  responsible  for  more  profit.  Also,  private  pay  patients 
are  subject  to  price  rises,  at  least  under  certain  circumstances, 
whereas  public  pay  may  not  be  because  of  reimbursement  limits. 

This  lengthy  discussion  of  the  results  of  the  application  of  the 
canonical  correlation  technique  may  appear  overextended;  yet  it 
can  be  justified  because  of  the  interesting  results  and  imaginative 
use  of  a new  methodology  in  a way  that  may  permit  us  to  evade 
some  of  the  output  definition  problems  discussed  earlier. 

The  McCaffree  et  al  analysis  is  not  without  its  shortcomings.  Birn- 
baum  et  al  note  that  the  assumption  of  the  provision  of  different 
qualities  of  care  to  patients  with  the  same  needs  in  the  same  facility 
depending  on  source  of  payment  (public  versus  private)  is  some- 
what artificial  and  is  to  be  contrasted  with  their  own  assumption  of 
uniformity  of  care  within  care  groups  regardless  of  payment  source. 
So  also,  the  definition  of  bed-related  services,  food,  and  housekeep- 
ing activity  as  fixed  inputs  in  the  Washington  State  study  is  unusual. 
Additionally,  the  McCaffree  group  allows  for  no  capital/labor  sub- 
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stitutions,  nor  do  the  researchers  consider  the  possibility  that  the 
provision  of  more  care  to  all  levels  of  patients,  regardless  of  payer, 
might  generate  higher  private  prices  and  more  profits.  While  these 
and  other  criticisms  may  be  valid,  and  while  the  McCaffree  research 
may  be  preliminary,  the  point  remains  that  a new  production  func- 
tion approach  to  an  otherwise  awkward  analytical  problem  can  pro- 
duce some  interesting  results.  Clearly,  similar  research  efforts 
should  be  encouraged. 

Other  Approaches  to  Patient  Grouping 

The  analytical  discussion  up  to  this  point  has  focused  sharply  on 
the  intersection  of  patient  characteristics,  implied  levels  of  care 
and  types  of  services  required  to  address  those  characteristics,  and 
amount  of  service  which  a facility  provides  in  actually  caring  for 
patients.  Of  concern  also  are  the  costs  of  the  service  “packages” 
and  the  impact  of  regulation  on  the  total  amount  of  care  supplied 
and  the  nature  of  the  care  offering.  For  the  analysis  immediately 
preceding  this  section,  these  concerns  can  be  reclassified  as  those 
of  output  identification  and  quantification  and  of  the  supply  of  care 
under  various  pricing  systems  and  at  differing  levels  of  prices.  Thus, 
in  attempting  to  define  provider  behavior  and  define  supply  in  a 
functional  manner,  the  analyst  is  necessarily  concerned  with  the 
cost  implications  as  well  as  the  output  definitions  associated  with 
differing  patient  characteristics. 

Diagnosis-Related  Groups 

One  approach  to  the  cost/characteristics  linkage  might  be  a type 
of  analysis  somewhat  similar  to  the  diagnosis-related  groups  (DRG) 
devised  at  Yale  University  (Fetter  et  al,  1980).  This  analytical  tech- 
nique explicitly  determines  the  use  of  resources  for  specified  medical 
conditions  in  an  acute  care  setting.  By  assessing  a large  number  of 
patients  and  their  conditions,  the  Yale  researchers  claim  the  ability 
to  predetermine  resource  requirements  for  various  groups  of  pa- 
tients, given  the  patient’s  medical  and  personal  characteristics.  The 
DRG  system  has  three  basic  attributes:  1)  a manageable  number  of 
patient  classifications,  2)  a medically  meaningful  care  process  re- 
flecting most  commonly  accepted  current  practices,  and  3)  a sta- 
tistically stable  pattern  of  resource  use  among  the  group  of  patients 
treated  by  the  facility(ies)  in  question.  In  effect,  the  DRG  approach 
determines  the  time,  skill  level,  equipment,  and  drugs  necessary  to 
deal  with  a given  condition.  These  needs  can  then  be  assigned  costs 
which  can  be  assessed  and  predicted  for  each  DRG.  These  predic- 
tions presumably  allow  providers  (mainly  hospitals),  care  planners, 
health  planners,  and  utilization  monitors  (usually  utilization  review 
teams  and/or  Professional  Standards  Review  Organizations  [PSROs]) 
to  predict  resource  use  and  costs  and  to  assess  care  programs,  at 
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least  with  respect  to  modal  and  conventional  behaviors  among  health 
care  professionals.  The  DRG  has  been  tested  and  evaluated  and  is 
being  used  in  New  Jersey  as  a basis  for  diagnosis-specific  reimburse- 
ment rates. 

Although  the  DRG  concept  is  appealing  for  application  to  the  long- 
term care  field,  in  which  much  controversy  exists  regarding  both 
assessment  and  the  determination  of  appropriate  resource  use,  some 
fundamental  analytical  and  methodological  issues  must  be  resolved 
in  advance.  First,  the  DRG  concept  reflects  “best”  current  practice. 
It  relies  on  modal  patterns  and  leaves  the  decisions  about  best 
practice  for  serving  specified  groups  of  patients  (the  DRGs)  in  the 
hands  of  practitioners.  Where  best  practice  may  be  still  a matter  of 
philosophical  as  well  as  technical  differences,  the  resource  impli- 
cations may  be  unclear.  Certainly,  the  systemic  nature  of  most 
long-term  problems  and  of  the  conventional  means  of  addressing 
them  render  DRG-type,  direct  condition-cost  linkages  of  dubious 
value.  So  also,  the  concept  of  DRGs  is  grounded  in  the  notion  that 
identifiable  groups  of  patients  with  specified  conditions  require 
definite  bundles  of  care.  Such  certainty  about  condition-care  pack- 
age links  does  not  exist  in  long-term  care,  since  many  patients 
experience  multiple  conditions  which  interact  to  preclude  single 
treatments  or  outcomes.  Also,  many  important  indicators  of  need 
for  long-term  care  are  social  (the  availability  of  family  supports)  or 
functional  (the  ability  to  cope  or  to  carry  on  the  activities  of  daily 
living). 

The  interactive  nature  of  long-term  care  requirements,  as  well  as 
the  extra-medical  dimensions  of  long-term  care  need,  reveal  them- 
selves in  the  nursing,  social  support,  housing,  transportation,  and 
income  maintenance  facets  of  best  practice  in  the  field.  These 
complex  patterns  often  mean  that  best  practice  reflects  existing 
institutional  arrangements  (for  example,  recourse  to  a nursing  home, 
which  is  a “home,”  service  facility,  and  nursing  center,  as  well  as 
a hospital).  By  contrast,  acute  care  usually  does  not  involve  such  a 
complicated  set  of  relationships.  Similarly,  acute  procedures  appear 
to  have  identifiable  outcomes  in  most  instances,  whereas  long-term 
care  may  result  only  in  stability  of  functional  condition  and/or  in 
death.  Long-term  care  relates  more  to  quality  of  life  in  most  cases 
than  it  does  to  cure  or  some  other  single-valued  outcome.  The 
maintenance  of  health  status  implies  that  much  long-term  care  is 
custodial  or  at  best,  rehabilitative,  yielding  changes  that  are  very 
hard  to  measure. 

Studies  of  Patient  Condition  and  Service  Needs 

The  intuitive  and  analytical  appeal  of  attempting  to  relate  patient 
conditions  to  services  needs  is  reflected  in  a number  of  studies. 
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Four  recent  research  efforts  attempted  to  address  these  issues 
directly.  Different  questions  motivated  the  individual  research  pro- 
grams, and  different  analytical  approaches  were  involved. 

In  1979,  Walsh  published  an  analysis  of  the  10-year  old  Illinois 
point  count  system  of  determining  the  basis  for  cost-related  reim- 
bursement. Since  the  1960s,  Illinois  has  used  a three-part  formula 
comprising  a base  (or  flat)  rate  paid  for  all  patients  regardless  of 
need,  a payment  to  adjust  for  needed  services  above  the  minimum 
level,  and  a special  activity  payment  to  facilities  with  rehabilitation 
nursing  and  social  rehabilitation  programs.  The  special  need  pay- 
ments are  determined  with  a point  count  system  of  patient  evalua- 
tion, implemented  by  caseworkers  from  the  Illinois  Department  of 
Public  Aid.  Walsh  questioned  whether  the  system  has  special  prob- 
lems for  patient-related  reimbursement  in  general  and  whether  experi- 
ence with  the  point  count  system  has  been  favorable.  These  questions 
resulted  from  a series  of  problems  with  the  system:  the  assessment 
instrument  was  viewed  by  many  as  too  simple  and  undiscrimi- 
nating, yet  a complicated  tool  was  too  difficult  to  use;  the  system 
was  complex  and  costly  to  administer;  patients  had  to  be  re-eval- 
uated too  often;  different  evaluators  differed  in  their  assessments  of 
the  same  patients,  often  to  a considerable  degree  (15  percent  among 
the  various  State  regions);  and  the  system  was  open  to  bribery  from 
facility  operators  because  of  the  potential  gains  from  evaluating 
patients  as  highly  disabled.  (A  one  point  change  for  each  patient 
in  a 100  bed  facility  could  gain  the  owner  $6,000  to  $7,000  annually 
and  cost  the  system  as  much  as  $3  million  per  year.)  Most  importantly, 
point  count  reimbursement  was  not  empirically  related  to  the  cost  of 
providing  care.  The  relationship  is  (was)  only  approximate  and  may 
have  led  to  perverse  incentive  effects.  For  example,  if  the  actual 
cost  of  feeding  a patient  in  bed  is  $2.00  per  day  and  the  State  pays 
$2.50,  operators  will  strive  to  keep  many  patients  bedridden  who 
might  otherwise  be  ambulatory.  Additionally,  Federal  mandates  to 
develop  cost-related  reimbursement  systems  may  lead  to  expensive 
time-and-motion  studies  if  the  point  count  system  is  to  provide  the 
basis  for  reimbursement.  On  the  other  hand,  tying  a patient  assess- 
ment procedure  to  the  reimbursement  system  has  a greater  advan- 
tage because  it  allows  payments  for  a wide  range  of  patients  to  be 
tailored  to  the  care  they  actually  need.  Walsh  argues  that  if  objec- 
tions to  the  point  count  system  mandate  its  removal,  some  other 
system  involving  patient  characteristics  must  be  developed. 

Having  established  that  the  point  count  system  revealed  the  exist- 
ence of  patient  differences  related  to  care,  Walsh  then  determined 
whether  those  differences  imply  cost  differences.  He  proposed  two 
lines  of  analysis:  a statistical  approach  based  on  multivariate  tech- 
niques and  an  engineering,  or  time-and-motion,  study  based  on 
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measured  care  requirements  on  a per-patient  basis.  Working  with 
a conventional  profit-maximizing  model,  Walsh  defines  the  nursing 
home  revenue  function  to  include  quantity  and  amenity  items  as 
well  as  the  Medicaid  reimbursement  rate  and  the  proportion  of 
Medicaid  and  private  patients.  The  cost  function  constraining  the 
maximizing  of  revenues  and  profits  includes  items  for  labor  and 
capital  devoted  both  to  expanding  quantity  and  amenities  (the  latter 
needed  to  attract  private  patients).  The  first  order,  profit-maximiz- 
ing conditions  are  quite  predictable  in  equating  wage  and  interest 
rates  with  marginal  revenues  from  uses  of  additional  units  of  labor 
and  capital  for  both  private  and  public  patients.  These  conditions 
also  require  equating  marginal  costs  of  amenities  with  marginal 
revenues  from  private  patients  brought  about  by  changes  in  amenity 
level.  Finally,  they  demand  equating  marginal  revenues  from  using  a 
unit  of  labor  or  capital  to  increase  quantity  with  MR  from  using  labor 
or  capital  to  increase  amenities.  Facilities  should  choose  a public- 
private  mix  so  that  the  marginal  revenue  from  private  patients  equals 
the  Medicaid  rate. 

In  estimating  cost  functions,  it  was  assumed  that  the  elasticity  of 
substitution  between  capital  and  labor  in  nursing  homes  was  near 
zero  and  that  regional  input  price  differences  could  be  handled 
with  an  area-wide  index.  Amenities  and  quality  were  measured  by  an 
index  of  nursing  home  quality  based  on  historical  supervisory  agency 
ratings,  the  proportion  of  public  patients  in  a facility,  and  whether 
ownership  was  county,  private,  or  voluntary.  The  nature  of  care  was 
represented  by  average  point  count  and  by  the  proportion  of 
patients  receiving  skilled  level  care.  Managerial  efficiency  was 
represented  by  facility  size,  capacity  utilization,  and  the  presence  of 
an  owner  on  the  scene.  The  cost  function  was  for  a series  of  prod- 
ucts generated  jointly  but  independently.  (This  assumption  is  similar 
to  that  in  the  McCaffree  et  al  study  discussed  earlier.)  The  basic 
product  was  a day  of  ICF  care  meeting  minimum  standards,  to  which 
resources  to  produce  skilled  care,  amenities,  etc.  were  added.  The 
cost  function  was  generated  by  regression  analysis.  This  analysis 
showed  that  patients’  conditions  as  measured  by  point  scores  and 
levels  of  care  were  important  for  computing  cost  of  providing  care. 
A patient  receiving  skilled  care  added  $2.73  to  costs,  and  each  addi- 
tional point  awarded  to  a patient  increased  costs  by  an  amount 
dependent  on  the  size  of  the  point  score.  Public  or  voluntary  facilities 
were  significantly  more  expensive  than  private.  The  influence  of 
quality  was  minor  though  significant.  Capacity  was  not  significant, 
but  occupancy  rate  was. 

Overall,  Walsh  concluded  that  patient  condition  did  influence  costs 
and  that  a satisfactory  reimbursement  formula  could  be  devised 
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reflecting  point  count  and  skilled  care  in  individual  terms  and  all 
other  factors  in  a constant  term.  That  is, 

reimbursement  = K + ax  (point-count)  + a2  (skilled  care) 

= 10.08  + .54  (number  of  points)  - .008 
(number  of  points)2  + 3.02  (skilled  care 
binary) 

Although  the  statistical  approach  appears  to  offer  much  flexibility 
both  to  cost  analysis  and  to  framing  a reimbursement  formula,  it 
may  be  more  desirable  to  link  specific  patient  conditions  and  the 
costs  of  care.  Accordingly,  Walsh  proposed  what  he  called  an 
“engineering  approach”  based  on  time-and-motion  studies  of  actual 
care  situations.  First,  he  identified  the  nature  of  long-term  care 
needs  and  then  linked  them  to  their  frequency  in  the  population. 
He  combined  these  needs  with  the  number  of  personnel  required 
to  meet  such  needs  and  with  the  time  input  from  each  personnel  type. 
Data  generated  in  three  facilities  by  time-and-motion  studies  allowed 
calculation  of  the  following  relationship: 

staff  time  for  condition  / = number  of  staff  times  (frequency  of 
service  per  month)  times  (duration 
of  care)  times  group  factor,  that  is, 
the  proportion  of  staff  time  required 
to  serve  one  member  of  a group 
with  a given  need. 

He  determined  costs  of  providing  service  by  constructing  a 
weighted  index  of  staff  wages  and  multiplying  that  index  by  the 
calculated  number  of  hours  of  staff  time  required.  Overall  cost  also 
included  a factor  for  non-labor  costs. 

The  engineering  approach  has  some  appeal  in  terms  of  direct 
linkages  of  costs  with  conditions,  but  it  displays  some  weaknesses. 
The  level  of  expenditure  predicted  ran  about  15  percent  ahead  of 
costs  as  reported  by  facilities,  and  the  pattern  of  expenditures  among 
facilities  differed  from  that  predicted  by  the  formula.  Possible  under- 
estimation of  economies  of  scale,  as  well  as  the  small  number  of 
facilities  generating  the  time-and-motion  data,  may  have  been 
responsible  for  these  anomalies. 

Overall,  Walsh  shows  that  patient  condition  can  be  linked  to  care 
patterns  and  costs.  He  attempts  to  include  quality  provided  as  a 
cost  influence  in  his  statistical  approach  but  does  not  explicitly  do 
so  in  the  engineering  analysis  in  which  he  is  directly  comparing 
specific  patient  condition  with  costs.  In  1977,  McCaffree  et  al  re- 
ported on  another  study  explicitly  linking  patient  condition  and  cost 
of  care.  This  study  developed  a set  of  cost-finding  tools  and  instru- 
ments and  identified  the  relation  between  costs  and  the  conditions 
of  patients  in  nursing  homes.  Overall,  the  study’s  object  was  to  test 
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the  feasibility  of  collecting  self-reported  data  on  costs  and  adjusting 
costs  for  differences  in  the  characteristics  and  conditions  of  pa- 
tients. The  study  proceeded  in  four  phases,  of  which  the  second 
generated  data  on  patient  characteristics  and  costs  in  a sample  of 
selected  nursing  homes.  The  fourth  extended  the  analysis  to  a 
sample  of  50  nursing  homes  nationwide.  Phases  I and  III  involved 
development  of  cost  data  collection  instruments  and  the  education 
of  nursing  home  operators  and  administrators  in  their  use. 

Phase  II  formally  involved  the  1974  collection  of  data  on  actual  con- 
tact hours  of  various  categories  of  nursing  service  staff  for  1,615 
patients  in  12  facilities  across  five  States.  Data  were  gathered  on 
the  patients’  medical,  social,  mental,  and  financial  conditions,  as 
well  as  on  their  dates  of  admissions,  age,  and  sex,  192  descriptors 
in  all.  Additionally,  all  direct  nursing  service  personnel  reported 
on  all  direct  contact  activities  over  a specific  48  hour  period.  From 
these  data,  time  weights  (percentages  of  average  contact  time  or 
PACTs)  were  calculated,  the  weights  reflecting  the  proportional 
amount  of  total  nursing  contact  time  devoted  to  caring  for  patients 
with  certain  types  of  conditions.  In  the  words  of  the  report  (p.  xvii), 
“.  . . the  relationship  between  resident/patient  characteristics  and 
conditions  and  the  distribution  of  direct  care  time  is  relative  to,  or 
expressed  as  a percentage  of  the  average  contact  time  per  resident/ 
patient  day  in  each  facility.”  In  common  with  the  McCaffree  et  al 
canonical  correlation  study  (using  the  SCU)  and  the  Walsh  study 
(using  point  count),  this  study  sought  to  provide  a common  denomi- 
nator of  service  (the  average  amount  of  contact  time)  and  to  express 
the  percentage  attribution  of  that  time  with  respect  to  specific 
patient  characteristics.  The  time  weights  provided  the  mechanism 
by  which  nursing  costs  would  be  adjusted  across  facilities  with 
different  mixes  of  patients  and  characteristics. 

The  facilities  sampled  demonstrated  wide  variations  in  time 
available  per  patient  for  different  employee  categories  and  for 
volunteers.  For  example,  the  facility  with  the  most  nursing  time 
had  2.34  times  as  much  as  did  the  one  with  least.  Homes  also 
varied  by  amount  and  proportion  of  nursing  contact  time  available 
to  patients,  ranging  from  .81  hours  to  1.96  hours  per  day  and  from 
36  percent  to  57  percent  of  total  time.  In  addition,  among  different 
staff  categories  there  were  large  variations  in  the  amount  of  contact 
time  per  patient  day  and  in  the  proportion  of  available  time  actually 
used  in  patient  contact . These  differences  were  even  more  marked 
for  personnel  providing  specialized  services  of  various  types.  Per- 
haps most  interesting  from  the  standpoint  of  analyzing  patient  con- 
dition-cost linkages  is  the  finding  that  facilities  displayed  great 
variations  in  absolute  amounts  of  contact  time  for  patients  having  the 
same  conditions  across  facilities.  In  general,  more  nursing  contact 
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time  available  implied  more  contact  time  with  “heavy  care”  patients. 
Overall,  46  percent  of  variation  in  the  aide/orderly  contact  time  could 
be  explained  by  selected,  cost-related  patient  characteristics,  but 
only  14  percent  of  the  variation  in  nursing  time  could  be  so  explained, 
perhaps  because  nurses  are  likely  to  encounter  random  demands  on 
their  time.  For  individual  facilities,  the  amount  of  variance  explained 
ranged  from  16  percent  to  71  percent  for  aide/orderly  time,  and 
from  1 percent  to  32  percent  for  licensed  nursing  time.  Use  of  non- 
nursing time  was  not  explained.  Bishop  et  al  (1980,  p.  37)  conclude 
that  the  consistency  of  the  proportional  distribution  of  characteristic- 
related  use  of  personnel  time  within  and  across  facilities  and  the 
much  smaller  consistency  of  absolute  time  allocations  across  facili- 
ties suggest  that  “.  . . an  absolute  standard  of  need  for  care,  given 
patient  characteristics,  is  not  widely  applied.” 

Analysis  of  the  influence  of  different  patient  characteristics  indi- 
cated that  11  of  the  192  explained  most  of  the  variation  in  the  use 
of  aide/orderly  time,  and  12  explained  most  of  the  variation  in  the 
use  of  licensed  nursing  time.  On  the  other  hand,  most  of  the  char- 
acteristics did  not  explain  much  use  of  time  or  did  not  do  so  in  a 
consistent  manner.  Senility,  somewhat  surprisingly,  did  not  explain 
much,  usually  being  associated  with  other  characteristics  with  more 
explanatory  power.  For  use  of  licensed  nursing  time,  the  most 
powerful  explainer  was  the  number  of  medicines  required.  Patients 
taking  over  10  medications  required  105  percent  of  average  contact 
time.  For  aides/orderlies,  the  most  important  explanatory  variable 
was  functional  capacity  as  measured  by  ADL  function,  which  on 
average  explained  80  percent  of  the  variation  in  time  use.  The 
results  on  ADL  capability  are  not  surprising  in  light  of  other  studies’ 
findings.  Although  intermediate  care  (ICF  level)  patients  received 
only  about  60  percent  as  much  of  the  aide/orderly  time  as  skilled 
level  patients,  and  70  percent  as  much  skilled  nursing  time,  the 
source  of  payment  (Medicare  or  Medicaid  versus  private)  was  not 
an  important  explanatory  variable.  Apparently,  private  pay  patients 
were  not  receiving  more  care,  given  their  level  of  care,  than  were 
publicly  supported  patients. 

McCaffree  and  his  associates  concluded  that  it  was  technically 
feasible  to  develop  a characteristic-related  basis  for  more  informed 
decision-making  in  allocating  nursing  home  resources.  Also,  nurs- 
ing costs  across  facilities  could  be  compared  after  adjusting  for 
cost-related  characteristics  and  conditions.  An  equitable  basis  for 
reimbursing  facilities  with  different  mixes  of  patients  was  thus  con- 
ceivable. On  the  other  hand,  this  study  did  not  explicitly  consider 
the  quality  variable,  other  than  by  using  sample  homes  which  were 
supposedly  “effective  and  efficient.”  The  quality  issue  surfaces  in 
connection  with  the  variations  in  absolute  amounts  of  contact  hours 
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across  facilities.  In  this  study,  the  clear  implication  is  that  the 
absolute  amounts  of  care  associated  with  given  characteristics  in 
individual  facilities  are  strongly  influenced  by  the  total  amount  of 
contact  time  available,  but  no  basis  for  that  total  is  analytically 
proposed. 

Although  the  research  indicates  the  prevalent  amounts  of  time 
used  with  respect  to  particular  patient  characteristics,  it  cannot 
indicate  the  absolute  amount  of  care  which  should  be  received  by 
patients  with  specific  conditions.  Indeed,  facility  differences  in  use 
of  absolute  time  indicate  on  the  one  hand  that  standards  vary  and, 
on  the  other,  that  the  data  will  not  internally  indicate  which  standard 
is  preferred.  In  addition,  variations  in  proportions  of  available  time 
used  for  patient  contact  do  not  indicate  any  preferred  proportion. 
Rather,  they  suggest  that  facility  administrators  differ  in  how  they 
use  employee  time  in  training  or  patient  charting  and/or  with  respect 
to  choices  of  employees  with  varying  levels  of  competence.  Stand- 
ards for  all  these  matters  can  only  be  produced  by  further  work  on 
the  effects  of  services  on  care  provided  and  on  patient  outcomes. 

With  respect  to  reimbursement,  McCaffree  et  al  point  out  that  the 
results  provide  a set  of  relative  weights  and  are  therefore  useful  in 
allocating  existing  levels  of  reimbursement  among  services  and 
among  groups  of  patients.  They  cannot,  however,  be  used  to  set 
the  actual  reimbursement  rate,  nor  can  they  be  used  to  determine 
or  compare  absolute  costs  of  care  for  individual  patients. 

In  1979,  McCaffree  and  another  group  of  associates  reported  on 
a follow-up  to  the  1974  data.  Although  the  earlier  study’s  results 
indicated  that,  on  average,  a good  deal  of  the  variation  in  use 
of  nursing  staff  time  could  be  explained  by  patient  characteristics 
on  an  individual  facility  basis,  the  sampled  facilities  had  not  been 
judged  typical  of  the  nursing  home  industry.  In  addition,  another 
data  base  was  needed  to  validate  the  results  and  coefficients  linking 
characteristics  to  patterns  of  time  use.  Because  of  the  encouraging 
results  of  the  earlier  study  and  because  of  its  problems,  another 
study  was  undertaken  of  16  randomly-selected,  duaNcertified  (SNF 
and  ICF)  nursing  homes  in  Ohio,  Vermont,  and  Washington  (State). 
The  researchers  hypothesized  that  the  average  relative  weights 
(ARWs  or  PACTs  divided  by  100  to  get  whole  numbers)  would 
explain  a smaller  proportion  of  the  variation  in  contact  time  among 
patients  with  diverse  characteristics  in  typical  homes  than  in  su- 
perior or  efficient  homes.  Also,  it  was  argued  that  the  explanation 
of  the  variation  in  contact  time  would  be  improved  by  controlling 
for  size,  ownership  or  control,  location,  or  staffing  level.  The  hypothe- 
ses were  tested  by  using  data  from  the  two  samples  (1974  and  1977) 
through  estimating  the  following  equation: 

CTi}  = a + B (ARW)y(ACT,) 
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in  which  C7<;  was  the  observed  contact  time  in  minutes  per  day  for 
resident  / in  facility  j;  ACT,  was  the  observed  contact  time  in  minutes 
per  day  in  facility  /;  ARW u was  the  average  relative  weight  for  resi- 
dent / in  facility  /.  The  ARWU  = a'  + + . . . UnXnij  where  Xkij 

reflects  the  presence  (absence)  of  characteristic  k for  resident  / in 
facility  /.  The  U’s  are  the  weights  derived  for  the  impact  of  specific 
individual  characteristics  on  the  time  use  of  licensed  nurses  and 
aides/orderlies. 

When  facility,  location,  and  staffing  intensity  (that  is,  the  amount 
of  licensed  nurse  contact)  were  added  to  the  equation  to  help  pre- 
dict use  of  aide/orderly  time,  the  overall  results  were  not  affected  in 
any  significant  manner.  Only  the  proprietary  variable  and  the  staffing 
variables  were  individually  statistically  significant  (with  negative 
coefficients).  Reasons  for  the  influence  of  the  proprietary  variable 
were  not  developed,  but  the  substitutability  of  licensed  nurses  for 
aides/orderlies  was  clearly  shown  in  the  negative  influence  of 
staffing  level.  When  bed  size  was  entered  as  a continuous,  not 
grouped,  variable,  the  influence  was  small,  yet  significant  for  aides/ 
orderlies.  For  licensed  nursing  staff,  none  of  the  facility  character- 
istics appeared  to  be  significant.  “Patient  characteristics,  when 
weighted  by  the  ARW’s,  remained' the  primary  explanatory  vari- 
ables . . .” 

Overall,  the  study  concluded  that  the  characteristics  identified 
in  the  1974  study  and  weighted  according  to  the  1974  ARWs  ex- 
plained the  variations  in  contact  time  of  aides/orderlies  and  licensed 
nurses  as  well  or  better  with  the  1977  data.  Furthermore,  the  1974 
weights  could  not  be  improved  on  as  predictors.  Using  the  1974 
ARWs,  the  cost-related  characteristics  explained  over  half  the  vari- 
ation in  the  contact  time  of  aides/orderlies  and  nearly  22  percent 
of  the  variation  in  the  contact  time  of  nurses.  McCaffree  et  al  also 
concluded  that  the  principles  underlying  the  allocation  of  contact 
time  among  different  categories  of  patients  remain  applicable  across 
both  typical  and  exceptionally  efficient  facilities.  By  contrast,  facility 
characteristics  appeared  to  have  had  little  influence  on  variations  in 
use  of  labor  time,  with  the  exception  of  licensed  nursing  staff  level 
on  aides/orderlies. 

In  common  with  many  other  studies,  and  as  shown  in  the  Bruun 
analysis  which  will  be  discussed  shortly,  patient  characteristics 
reflecting  (in)abilities  to  carry  on  the  activities  of  daily  living  (ADL) 
accounted  for  most  of  the  variation  in  contact  time  of  employees 
among  residents.  In  considering  the  application  of  the  research 
results  to  nursing  home  administration  and  reimbursement  questions, 
however,  the  researchers  concluded  that  the  ARW  technique  (as  in 
the  1974  study)  was  useful  only  for  determining  relative  influences 
across  facilities  and  for  setting  relative  levels  of  cost-related  reim- 
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bursement  among  different  categories  of  patients.  The  question  of 
absolute  levels  of  service  and  of  absolute  reimbursement  rates  still 
requires  judgments  and  choices  about  desired  standards  of  care. 
To  be  sure,  if  a standard  of  care,  say  in  terms  of  desired  nursing 
hours  per  day,  could  be  agreed  upon  or  revealed  by  some  research, 
then  absolute  allocations  of  time  could  be  made  and  specific  reim- 
bursement levels  set.  For  example,  if  the  staffing  standard  is  estab- 
lished at  two  hours  per  day  per  patient  for  aide/orderly  time,  ARWs 
combined  with  patient  characteristics  would  imply  that  ICF  patients 
would  get  90  minutes  per  day  of  aide/orderly  time  and  30  minutes 
of  licensed  nurse  time.  Skilled  nursing  care  patients  would  receive 
150  minutes  of  aide/orderly  time  and  35  minutes  of  skilled  nursing. 
With  a $3.50  aide/orderly  hourly  wage  rate  and  a licensed  nurse 
rate  of  $7.00  per  hour,  the  ICF  patients  would  cost  $8.75  for  nursing 
and  the  SNF  patient,  $12.89.  SNF  and  ICF  reimbursement  rates 
could  then  be  established  to  reflect  these  differences.  However,  to 
repeat  an  earlier  point,  the  standard  must  be  set  by  administrators, 
policymakers,  and/or  analysts  on  the  basis  of  research  linking  out- 
comes to  care  modes.  Relative  analyses  of  this  type  cannot  produce 
such  judgments. 

A 1980  doctoral  dissertation  by  Bruun  was  motivated  by  the  need 
to  plan  nursing  requirements  to  care  for  the  dependent  population  in 
the  nation’s  nursing  homes  over  the  remainder  of  the  20th  century. 
Bruun  tried  to  link  patient  characteristics  to  time  requirements  for 
various  types  of  nurses  (RNs,  LPNs,  nurses’  aides)  within  an  opera- 
tions research  framework.  He  examined  data  for  110  patients  in 
11  facilities  in  Maryland  to  determine  nursing  needs  of  a set  of 
conditions  measured  by  the  Collaborative  Patient  Assessment  Instru- 
ment (CPAI).  This  instrument  picks  up  demographic,  functional, 
specific  impairment,  general  medical,  and  specific  medical  condi- 
tions. Using  procedures  and  standards  from  the  Health  Services  in 
Long-Term  Care  Study  (HSLTC),  Bruun  linked  various  CPAI  cate- 
gories to  decisions  about  appropriate  assessment,  appropriate  place- 
ment, staffing  requirements,  and  quality  assurance.  In  light  of  these 
considerations  he  selected  nursing  homes  which  were  well-staffed, 
had  &n  RN  on  duty  40  hours  a week,  were  not  new  at  providing 
skilled  care,  and  had  24  or  more  beds  and  an  annual  occupancy  rate 
of  at  least  90  percent.  Having  analyzed  patients  in  the  11  sample 
facilities,  Bruun  then  tried  to  match  CPAI  characteristics  with  those 
shown  by  the  1973-74  National  Nursing  Home  Survey.  He  used  the 
CPAI  Maryland  data  to  sort  patients  into  three  categories  (self-care, 
partial  care,  and  total  care)  which  were  later  shown  to  match  patients 
sorted  on  Katz’s  six-level  ADL  functional  scale.  That  is,  there  was 
consistency  between  Katz’s  scores  (low  score  indicating  low  de- 
pendency, etc.)  and  a sort  based  on  CPAI. 
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The  Maryland  analysis  allowed  Bruun  to  determine  the  hours  of 
nursing  services  required  to  care  for  sets  of  patients  sorted  into 
the  three  care  sets  either  using  CPAI  or  Katz’s  methods.  He  found 
that  Class  I patients  (independent  in  all  areas)  required  an  average 
of  over  20  minutes  per  day  of  direct  care.  Class  II  (dependent  in 
one  to  three  areas)  patients  required  about  76  minutes  per  day,  and 
Class  III  patients  required  over  140  minutes  per  day.  The  class 
method  of  sorting  allowed  Bruun  to  discriminate  between  low  and 
high  using  groups,  rather  than  just  using  averages.  In  addition,  his 
method  permitted  much  closer  monitoring  of  changes  in  patients’ 
conditions,  and  presumably  of  patients  nursing  care  needs  over 
time.  A series  of  cross-tabulations  on  the  data  showed  that  neither 
level  of  care  (SNF,  ICF)  nor  age  were  significantly  related  to  care 
need.  On  the  other  hand,  males  needed  more  care  than  females, 
and  blacks  needed  more  care  than  whites. 

Following  his  application  of  the  method  to  the  Maryland  sample 
and  his  development  of  measures  of  care  requirement  from  that 
data,  Bruun  validated  the  procedure  on  a data  set  of  192  patients 
from  14  nursing  homes  in  Denver,  Colorado.  He  found  that  the 
classification  system  applied  in  this  way  produced  results  similar 
to  those  from  the  Maryland  data  set.  Bruun  then  classified  the 
patient  sample  data  from  the  1973-74  National  Nursing  Home  Survey 
(NNHS).  He  sorted  these  patients  into  the  three  categories  based  on 
the  patient  characteristics  shown  in  the  NNHS.  From  this  sort,  he  was 
able  to  determine  the  number  of  patients  nationwide  who  would  need 
specific  amounts  of  nursing  care.  He  then  projected  these  require- 
ments outward  to  estimates  of  the  nursing  home  population  for  the 
last  years  of  the  20th  century.  Based  on  his  estimates  of  the  full-time 
equivalents  of  nursing  staff  required  to  care  for  the  various  levels 
of  dependency  (Classes  I,  II,  III)  in  the  nation’s  nursing  homes, 
Bruun  estimated  a shortage  of  about  14,000  RNs  in  the  nation’s 
nursing  homes  in  both  1974  and  1977.  LPNs  were  present  in  the 
needed  numbers  in  1974,  but  were  over  9,300  in  surplus  in  1977. 
Most  interestingly,  nurses’  aides  were  significantly  in  surplus  in  both 
years,  over  7,400  in  1974  and  34,300  in  1977.  If  Bruun  is  correct, 
not  only  was  there  a substitution  of  LPNs  and  aides  for  RNs  in  both 
years,  but  also  the  quality  of  nursing  care  in  the  nursing  homes  may 
have  been  much  less  than  required  by  current  standards  and  level 
of  dependency.  On  the  other  hand,  it  may  well  be  that  aides  and 
LPNs  can  be  substituted  for  RNs  without  a significant  erosion  of 
quality  of  care.  Further  research  is  clearly  needed  to  establish  the 
linkages  between  amounts  of  care,  types  of  care  providers,  and 
quality,  particularly  as  measured  by  outcomes.  By  the  year  2000, 
Bruun  estimates  that  the  shortfalls  in  RNs  would  be  considerably 
aggravated  if  the  1977  shortfall  is  not  redressed  in  the  interval.  In 


710 


absolute  terms,  given  an  expected  nursing  home  population  of  two 
million  (the  estimate  Bruun  uses),  the  total  required  number  of 
nurses  of  all  types  (including  aides)  would  be  almost  860,000,  versus 
about  580,000  in  1977. 

Bruun’s  type  of  research  is  clearly  useful  to  analysts  and  planners 
of  labor  force  requirements  in  long-term  care  and  to  those  responsi- 
ble for  training  adequate  numbers  of  personnel  to  meet  long-term 
care  needs.  Since  he  also  was  able  to  develop  salary  cost  esti- 
mates by  level  of  dependency  (that  is,  Class  I cost  $2.94  per  day 
in  1977;  Class  II,  $8.85;  and  Class  III,  $15.73),  Bruun  was  able  to 
provide  some  benchmarks  as  to  possible  future  expenditures,  pre- 
suming, of  course,  that  nursing  patterns  do  not  change.  This  is  a 
very  strong  assumption,  particularly  in  an  environment  of  strong 
pressures  for  cost  containment. 

Bruun’s  approach  to  the  linkages  among  patient  characteristics, 
care  needs,  and  costs  is  imaginative  in  its  use  of  the  CPAI  to  sort 
patients  into  cost  and  care  categories,  in  its  recognition  of  the 
comparability  of  sorts  made  on  the  basis  of  the  three-category  and 
Katz  scales,  and  in  its  placing  the  research  effort  in  the  context  of 
the  Health  Services  in  Long  Term  Care  process.  Since  some  of  that 
type  of  analysis  had  already  been  undertaken  by  others,  as  Bruun 
himself  acknowledged,  it  appears  that  an  important  contribution  of 
his  research  lies  in  using  the  NNHS  data  with  a three-class  scheme 
for  sorting  patients  nationwide  into  a few,  statistically  distinct,  care 
categories  with  highly  different  care  and  cost  implications.  This 
process  does  not,  however  explicitly  consider  quality  and  standards, 
especially  with  respect  to  outcomes. 

Kenneth  McCaffree,  in  his  review  of  the  literature  for  the  1979 
study,  offers  some  important  reflections  on  the  interaction  of  time- 
and-motion  study  analysis  and  the  more  “statistical”  approach  taken 
by  his  group.  He  notes  that  numerous  studies  (task  analyses)  of  the 
use  of  staff  time  in  both  hospitals  and  nursing  homes  have  been 
done.  Task  analysis  studies,  however,  tend  to  be  employee-centered 
rather  than  patient-centered;  the  latter  look  at  how  much  time  was 
spent  with  patients  having  certain  characteristics  rather  than  looking 
at  what  service  was  provided.  Task  analysis  also  suffers  from  being 
unable  to  measure  the  interrelationship  among  tasks,  while  statistical 
distribution  of  time  as  influenced  by  resident  characteristics  allows 
the  analyst  to  fold  in  both  economies  of  scale  and  the  interaction 
among  tasks.  For  example,  an  aide  may  provide  some  service  to  a 
group  of  patients  simultaneously,  or  a nurse  might  give  several 
services  to  a given  patient  at  about  the  same  time.  Task  analysis 
would  either  have  to  consider  each  task,  one  at  a time,  or  bundle 
large  blocks  of  tasks  into  unwieldy  analytical  groupings.  Although 
the  Illinois  point  count  system  does  attempt  to  link  service  to  need, 
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McCaffree  notes  that  even  that  method  did  not  (at  least  before 
Walsh’s  work)  establish  the  actual  relationship  of  cost  to  various 
levels  of  care.  Furthermore,  in  that  system  patient  needs  are  de- 
termined subjectively  by  professional  caseworkers  in  charge  of 
initial  assignments  and  re-evaluations.  The  McCaffree  design  relies 
instead  on  the  actual  amounts  and  patterns  of  time  use  as  revealed 
in  the  actions  of  care  providers. 

Other  approaches  relating  case-mix  and  cost  have  been  tried  by 
various  analysts  of  hospitals  who  mainly  used  cost  functions  of  the 
types  discussed  earlier.  Other  than  the  work  of  Skinner  and  Yett, 
not  much  had  been  done  to  relate  patient  characteristics  to  costs  in 
nursing  homes,  the  main  output  being  a series  of  indexes  linking 
ADL  ability  to  costs  of  care.  More  recently,  Deane,  Skinner,  et  al 
have  tried  to  build  a debility  index  into  a reimbursement  system  in 
which  Medicaid  rates  for  two  States  were  predicted  on  the  basis  of 
facility  location,  input  prices,  and  a debility  index.  A similar  attempt 
to  implement  such  a program  in  the  State  of  Washington  has  so  far 
not  produced  any  useful  results. 

This  discussion  of  studies  tying  patient  characteristics,  care  re- 
quirements, and  cost  can  close  by  repeating  two  points  developed 
earlier: 

(1)  Standards  of  care  are  matters  of  administrative  and  political 
judgment  and  depend  on  resource  availability  and  the  care  which 
society  is  willing  to  provide.  Analysts  have  yet  to  provide  empiri- 
cal or  theoretical  bases  for  standards  of  long-term  care. 

(2)  The  ability  of  patients  to  carry  on  activities  of  daily  living 
appears  to  be  the  best  available  predictor  of  nursing  home  care 
needs  and  costs,  at  least  as  of  1981.  This  finding,  coming  out  of 
many  studies  and  reinforced  by  Bruun’s  analysis,  suggests  that 
both  medical  diagnoses  and  heavy  medical  requirements  may  not 
be  of  particular  value  in  considering  long-term  care,  including 
nursing  home,  costs,  and  probably  should  be  of  secondary  im- 
portance in  developing  rational  bases  for  cost-related  reimburse- 
ment systems.  The  finding  also  suggests,  as  other  research  has 
demonstrated,  that  ADL  scales,  perhaps  of  the  Katz  type,  may  be 
the  most  cost-effective  sorters  of  patients  for  care  needs  and  the 
most  efficient  bases  for  establishing  cost-related  reimbursement 
systems. 

University  of  Colorado  Cost,  Case-Mix,  and  Quality  Analysis 

Linkages  within  nursing  homes  among  case-mix,  quality,  and  cost 
which  use  a method  similar  to  the  DRG  are  currently  being  sought  by 
the-Center  for  Health  Services  Research  at  the  University  of  Colorado 
(Shaughnessy  et  al,  1980).  In  its  experimental  research,  the  Colo- 
rado group  has  sought  to  identify  case-mix  and  devise  means  of 
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classifying  long-term  care  patients  by  nature  and  severity  of  condi- 
tion. For  each  class,  standards  of  care  quality  have  been  defined, 
and  each  resident’s  care,  as  well  as  each  facility’s  (nursing)  provi- 
sion of  care,  has  been  assigned  quality  indicators.  The  cost  conse- 
quences (mostly  average  variable  cost)  of  case-mix  and  quality 
have  been  established  in  a preliminary  manner,  as  have  the  impli- 
cations of  facility  characteristics.  The  group  has  also  assessed  the 
implications  of  proportion  of  Medicaid  patients,  age  of  patients,  bed 
size,  and  a number  of  other  subcategories  of  the  main  groupings  of 
patients.  Facility  characteristics  were  essentially  those  of  size, 
nature  of  control  (profit  versus  non-profit),  certification  level  (SNF 
versus  ICF,  etc.)  hospital  linkage,  proportion  of  Medicaid  patients, 
and  so  on. 

Case-mix  variables  were  composed  of  16  medical  diagnostic 
groups,  21  (initially  27)  long-term  care  problems  identified  by  the 
Colorado  Center,  eight  activities  of  daily  living  (ADL),  and  three 
other  sets  of  ADL  indexes,  grades,  and  scores  (for  example,  Skinner 
and  Yett,  Katz).  Four  major  problem  groupings  were  constructed 
from  the  individual  problems  in  the  medical,  long-term  care,  and 
ADL  sets.  These  four  groups  are  nursing  care-dependent,  medical 
care-dependent,  communicative  skill-dependent  (for  example,  im- 
paired vision  or  hearing),  and  psychosocial  service-dependent.  A 
fifth  group,  relating  to  the  effects  of  dehydration  and  malnutrition, 
was  later  added.  The  four  groups  were  amended  by  indirect  case- 
mix  measures:  percent  of  Medicaid  residents  in  SNF-certified  facili- 
ties, age  distribution  of  residents,  and  ratio  of  admissions  of  licensed 
beds.  (See  Figure  XIX-5.) 

For  each  of  the  individual  conditions  in  the  four  groups,  as  well  as 
for  the  groups  themselves,  quality  of  care  was  defined  in  relation  to 
a previously  established,  professionally  specified  quantity  of  each 
service  necessary  to  treat  the  condition.  Quality  of  service  was  then 
determined  essentially  by  comparing  the  amount  and  type  of  service 
provided  to  treat  actual  patient  conditions  with  the  previously  estab- 
lished norms  for  amounts  and  types  of  services.  The  Center’s  pro- 
fessional nursing  staff  then  assigned  quality  “grades”  to  individual 
patients.  Facilities  were  similarly  graded  and  also  rated  on  the 
basis  of  facility-wide  provision  of  services  for  conditions  affecting 
only  sub-groups  of  their  patients  (for  example,  certain  skin  condi- 
tions, appearance  of  residents,  need  for  specialized  therapies). 

The  combinations  of  case-mix  and  quality  standards  in  the  Colo- 
rado research  function  like  DRGs,  in  that  they  provide  information 
on  the  resource  use  (service)  implications  of  conditions  of  nursing 
home  residents.  This  resource-use  specification  has  clear  implica- 
tions for  costs.  By  comparing  standards  of  resource  use  with  actual 
levels  of  provision,  researchers  can  not  only  determine  quality  but 
can  also  tie  quality  to  costs. 
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FIGURE  XIX-5 

Problem  Groups  Which  Define  Similar  Sets  of  Service  Modalities, 
Based  Upon  the  Set  of  21  Frequently-Occurring  Problems 
In  Long-Term  Care 


Problem  Group  A:  Nursing  Care-Dependent  Problems 
Primary  skin  condition 
Dehydration 
Constipation 

Incontinence  of  bowels  etc. 

Incontinence  of  urine 
Neurologic  and/or  orthopedic  immobility 
Problem  Group  B:  Medical  Care-Dependent  Problems 
Secondary  skin  condition 
Dependent  edema 
Malnutrition 
Hypertension 
Shortness  of  breath 

Problem  Group  C:  Communicative  Skill-Dependent  Problems 
Impaired  vision 
Impaired  hearing 
Speech  disorder 
Loneliness/isolation 

Problem  Group  D:  Psychosocial  Servide-Dependent  Problems 
Confusion 
Depression 
Anxiety 
Apathy 

Disruptive  or  disturbing  behavior 
Discharge  planning 


Source:  Shaughnessy,  Peter  et  al.  Long-Term  Care  Reimbursement  and 
Regulations:  A Study  of  Cost,  Casemix  and  Quality,  University  of  Colorado, 
Center  for  Health  Services  Research,  1980 
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Eight  cost  categories,  each  built  up  from  cost  centers,  were  iden- 
tified. (See  Figure  XIX-6.)  Most  attention,  however,  was  focused 
on  average  operating  costs  (AOC)  and  on  nursing  care  (nurses  and 
nurses  aides)  costs.  Preliminary  results  from  the  Colorado  cost 
analyses  appear  to  show  that  case-mix  variables  account  for  signifi- 
cant percentages  of  the  variance  in  daily  operating  per  patient  costs 
and  of  the  variance  in  daily  nursing  and  nurses  aide  costs  (Shaugh- 
nessy  et  al,  1980).  Initial  results  as  summarized  below  lead  the 
Colorado  researchers  to  feel  that  they  can  explicitly  bring  case-mix 
and  process  quality  into  the  regulatory  process.  More  directly, 
since  Medicaid  and  non-Medicaid  patients  in  a given  facility  appear 
to  display  similar  characteristics,  it  may  be  possible  to  devise  Medic- 
aid reimbursement  formulae  on  the  basis  of  the  case-mix  character- 
istics of  all  patients  in  a given  facility.  Research  is  needed,  how- 
ever, to  test  the  hypothesis  that  Medicaid  and  other  patients  of  the 
same  case-mix  receive  comparable  quality  of  care.  The  reimburse- 
ment rate-setting,  quality  assessment,  and  cost-finding  tasks  may 
also  be  simplified  by  the  finding  that  only  a small  subset  of  the 
quality  measures  account  for  most  of  the  variation  in  quality;  hence 
the  reimbursement-cost-quality  relationship  may  be  fairly  straight- 
forward for  analytical  and  research  purposes. 

The  following  detailed  findings  on  case-mix  from  the  first  year  of 
the  Colorado  investigation  are  of  the  most  interest: 

• There  were  distinct  and  unrelated  aspects  of  case-mix.  For 
example,  medical  and  psychosocial  problems,  in  general,  were 
not  related  to  measures  of  functional  disability.  One  of  the 
most  important  groupings  of  variables  shows  need  for  nursing 
and  personal  care  services.  These  seem  related  to  ADL  prob- 
lems. Implications  for  the  design  of  long-term  care  policy  are 
profound  if  this  finding  holds  up.  Specifically,  it  suggests  that 
nursing  home  policy,  alternatives  policy,  and  long-term  care 
policy  in  general  should  be  gearing  up  for  more  custodial  and 
less  medically-oriented  provision.  This  would  reflect  much 
current  opinion  and  intuition  among  analysts  in  the  field. 

• If  case-mix  clusterings  hold  up  as  in  the  preliminary  analysis, 
it  might  be  useful  to  define  a measure  of  case-mix  based  on 
such  groupings  in  a manner  analogous  to  the  DRGs  discussed 
earlier.  The  Colorado  group  makes  this  reference  quite  ex- 
plicitly. 

• Different  groups  of  long-term  care  problems  appear  to  cluster 
in  certain  facilities.  For  example,  circulatory  and  musculo- 
skeletal problems  are  highly  correlated.  Mental  retardation 
does  not  appear  with  non-organic  psychiatric  conditions. 

• Case-mix  clusters  are  often  associated  with  specific  types  of 
facilities;  for  example,  by  contrast  with  patients  in  free-standing 
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FIGURE  XIX-6 

Cost  Categories  and  Component  Cost  Centers 


Cost  Category 

Administrative  and  General 
Services 

Component  Cost  Centers 

Administrative  and  General 
Travel  and  Entertainment 
Insurance,  other  than  Property 
Medical  Records 

Room  and  Board  Services 

Dietary 

Food 

Laundry  and  Linen 
Housekeeping 
Plant  Operation  and 
Maintenance 

Nursing  and  Aide  Services 

RNs 

LPNs 

Other  (Aides  and  Orderlies) 

Therapy  Services 

Occupational  Therapy 
Physical  Therapy 
Recreatlonanherapy 
Speech  Therapy 

Other  Ancillary  Services 

Pharmacy 
Medical  Supplies 
Laboratory 
X-Ray 

Physician  Care 
Respiratory  Care 
Social  Services 
Medical  Director 
Utilization  Review 
Dental  Care 

Personal  Services 

Beauty  and  Barber  Shop 
Personal  Purchases  for  Patients 

Property 

Depreciation 

Amortization 

Real  Estate  Taxes 

Rent 

Interest 

Property  Insurance 
Other  Property  Expenses 

.Other  Expenses 

Income  Taxes 

Other  Non-Health  Care  Non- 
Property  Expenses 

Source:  Shaughnessy,  Peter  eta!.,  Long-Term  Care  Reimbursement  and  Regulation:  A 
Study  of  Cost,  Casemix  and  Quality,  University  of  Colorado,  Center  for  Health  Services 
Research,  1980. 
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facilities,  patients  in  hospital-based  facilities  tend  to  have  more 
problems,  be  older  and  more  ADL  dependent,  and  have  more 
musculoskeletal  problems. 

• Percentage  of  beds  certified  for  skilled  care  is  positively  associ- 
ated with  functional  dependence  but  not  with  other  case-mix 
variables. 

• Percentage  of  Medicaid  patients  is  negatively  associated  with 
increased  debility,  ADL  weaknesses,  and  presence  of  multiple 
dependencies. 

Most  of  the  quality  analyses  were  stated  in  terms  of  process  quality 
rather  than  outcome  quality.  The  necessity  for  a linkage  between 
the  two  was,  of  course,  recognized  by  the  Colorado  group.  Among 
the  more  important  quality  conclusions,  again  admittedly  tentative, 
were  the  following: 

• Quality  of  care  varied  among  individual  long-term  care  clients 
in  the  sample.  This  finding  was  singled  out  as  a subject  for 
future  research. 

• Residents  in  skilled  level  situations  experience  higher  quality 
than  intermediate  level  residents  for  four  of  the  six  nursing- 
related  problems  and  one  of  three  medical  care-related  prob- 
lems. Their  quality  scores  were  lower,  however,  in  three  of  the 
four  communication  skill  problem  areas  and  three  of  the  five 
sociopsychological  areas. 

• In  general,  average  quality  falls  as  age,  numbers  of  problems, 
and  functional  disability  increase.  This  finding  demands  more 
research. 

• Average  facility  quality  scores  were  higher  in  for-profit  than  in 
non-profit  facilities.  Psycho-social  care  tends  to  be  better  in 
larger  and  for-profit  facilities  than  in  non-profit  and  smaller 
facilities.  Other  facility  characteristics  appear  unrelated  to 
process  quality. 

• The  interaction  among  process  quality,  outcome  quality,  case- 
mix,  facility  attributes,  and  cost  must  be  further  analyzed. 

As  stated,  the  initial  cost  analyses  focused  heavily  on  average 
total  and  operating  costs  per  resident  day  and  on  the  nursing  and 
nurses  aides  costs.  Free-standing  facilities  are  about  $10  per  day 
less  expensive  than  hospital-based  facilities.  This  accords  with 
other  findings  but  should  be  researched  further. 

• Nursing  and  nursing  aide  costs  are  the  largest  components  of 
operating  cost  per  patient  day,  accounting  for  44  percent.  Room 
and  board  accounted  for  35  percent,  administrative  costs  for 
17  percent,  and  special  therapies  and  ancillary  activities  for 
4 percent. 
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• Property  costs  accounted  for  13  percent  of  total  costs.  The 
range  was  very  wide,  however,  from  4 percent  to  22  percent  of 
total  costs.  In  general,  they  account  for  15  percent  of  average 
operating  costs. 

• For-profit  facilities  tended  to  have  lower  operating  costs  than 
did  the  non-profits.  The  same  was  true  for  facilities  having 
larger  proportions  of  Medicaid  residents.  Other  facility  char- 
acteristics were  not  related  to  total  cost,  average  operating 
cost,  and  room  and  board  costs. 

• Nursing  and  aide  costs  were  not  related  to  facility  control  but 
rather  to  level  of  care  (SNF  versus  ICF),  possibly  because  of 
certification  staffing  requirements. 

• About  20  percent  of  the  homes  could  not  meet  facility  operat- 
ing costs  in  1978.  Revenues  for  the  remaining  80  percent  ex- 
ceeded costs.  For  20  percent  of  the  facilities  studied,  Medicaid 
reimbursement  rates  were  below  costs,  but  32  percent  had  rates 
10  or  more  percentage  points  above  costs.  The  average  facility 
receives  two-thirds  of  revenues  from  Medicaid  reimbursement. 

• Future  research  should  analyze  the  costs  of  treating  patients 
with  different  types  of  problems,  at  different  quality  levels,  and 
under  different  sources  of  payment.  The  analysis  of  the  quality/ 
cost  effects  of  services  should  be  part  of  the  same  effort. 

• Regional  wage-price  differences  should  be  examined  with  re- 
spect to  influences  on  costs. 

• The  relationship  between  Medicaid  reimbursement  and  cost, 
quality,  and  case-mix  needs  further  analysis. 

Clearly,  many  of  the  factors  analyzed  in  the  Colorado  study  inter- 
act in  complex  ways.  These  relationships  are  often  too  convoluted 
to  be  revealed  by  other  than  multivariate  techniques.  Accordingly, 
the  data  were  specifically  examined  for  interrelationships.  Findings 
were  as  follows: 

• Case-mix,  quality,  and  facility  characteristics  account  for  a 
substantial  proportion  of  the  variance  in  costs,  between  68  per- 
cent and  75  percent  in  operating  and  nursing  and  aide  costs 
per  day. 

• Functional  disabilities  (ADL)  account  for  38  percent  of  the 
variance  in  operating  cost  per  day  and  50  percent  of  that  in 
nursing  cost  per  day. 

• Combining  information  on  functional  dependency  (ADL)  with 
that  on  groups  of  long-term  care  problems  provides  better  indi- 
cators of  the  relationship  between  case-mix  and  cost  than  does 
either  of  those  measures  alone. 

• Cost  measures  are  more  strongly  related  to  nursing  and  medical 
care  quality  scores  than  to  those  for  other  problem  groupings. 
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There  appears  to  be  an  interaction  between  these  two  types  of 
quality,  that  is,  as  quality  increases  for  both  problem  groups, 
the  actual  cost  of  high  quality  care  may  diminish  because  of 
economies  of  scale. 

• If  case-mix  and  quality  are  taken  into  account,  facility  charac- 
teristics (other  than  non-profit  versus  for-profit)  do  not  influence 
costs.  Non-profits  have  higher  operating  costs  per  day,  but 
nursing  and  aide  costs  appear  not  to  be  significantly  linked  to 
facility  control. 

• Certification  level  was  not  a significant  influence  on  costs  be- 
cause it  had,  presumably,  been  picked  up  in  the  staffing  and 
case-mix  variables. 

• Operatirig  cost  per  day  is  negatively  influenced  by  proportion 
of  Medicaid  residents.  Nursing  and  aide  costs  are  not.  The 
interaction  among  Medicaid  share  and  cost,  case-mix,  and  qual- 
ity should  be  further  examined  to  determine  if  Medicaid  patients 
in  need  of  high  quality  (cost)  care  cannot  get  access  to  such 
care. 

• The  impact  of  for-profit  versus  non-profit  control  on  cost,  case- 
mix,  and  quality  operating  together  needs  further  study. 

• Similarly,  the  relationship  among  certification  level,  percentage 
of  skilled  care  residents,  staffing  ratios,  and  more  direct  meas- 
ures of  case-mix  and  quality  (process  and  outcome)  are  needed. 

Although  the  Colorado  procedures  apparently  allow  the  simultane- 
ous analysis  of  case-mix,  quality,  and  cost  for  an  examination  of 
their  interrelationships,  some  difficulties  remain.  First,  the  analysis 
thus  far  is  based  on  one  year’s  work  and  relates  only  to  nursing 
homes  in  Colorado.  Second,  as  with  the  DRGs,  the  standards  of 
quality  of  care  are  determined  by  practitioners,  mainly  in  the  nursing 
and  health  fields.  Consequently,  the  approach  may  be  excessively 
medical  for  groups  of  vulnerables  whose  difficulties  may  be  more 
social,  psycho-social,  income-related,  or  housing-related.  Means  of 
diluting  the  institutional  bias  toward  the  nursing  home  have  to  be 
found  if  the  Colorado  methods  are  to  assist  with  a broad  range  of 
long-term  problems  and  if  they  are  to  be  applicable  to  alternative 
sites  of  care.  The  use  of  the  Katz,  Landes,  and  Kahn  methods  of 
assessment  by  Colorado  for  ADL  and  long-term  care  “problems” 
are  encouraging  in  this  regard. 
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CHAPTER  XX 


The  Labor  Supply  Question 


by  Jeffrey  H.  Horen 


As  Chapter  I describes,  the  increasing  number  of  elderly  people 
could  present  a significant  economic  burden  for  the  working  popula- 
tion, and  may  do  so  in  the  forseeable  future.  The  long-term  care 
sector  of  the  health  care  industry  is  expanding  to  meet  this  growing 
demand.  The  resource  most  critical  to  this  expansion  is  manpower 
because  long-term  care  is  a labor  intensive  industry.1 

This  chapter  examines  aspects  of  the  labor  supply  question  in 
long-term  care  from  a microeconomic  perspective,  viewing  labor  as 
an  input  to  the  production  of  long-term  care.  Classical  microeco- 
nomic models  of  an  industry  depend  on  certain  restrictive  assump- 
tions regarding  the  motives  of  firms  and  consumers,  production 
technology,  information  flow,  and  freedom  of  entry.  Under  assump- 
tions of  perfect  competition,  any  input  will  be  supplied  in  the  quantity 
that  is  optimal  to  the  society.  If  there  are  exogenous  changes  in  the 
system  that  change  the  optimal  amount  of  the  input,  such  as  in- 
creased demand  for  the  final  product,  then  the  models  imply  that 
the  industry  will  adjust  to  use  the  input  at  the  new  optimal  level. 

Health  care  planners  and  administrators  generally  perceive  that 
there  is  a shortage  of  labor  in  the  long-term  care  industry,  that  is, 
the  quantity  of  labor  falls  below  what  they  perceive  to  be  the  optimal 
level.  Therefore,  the  labor  economics  models,  based  on  demand 
and  supply  equilibrium — making  a “shortage”  impossible — are  at 
variance  with  the  perceptions  of  the  labor  market  of  many  health 
planners  in  long-term  care.  In  this  chapter  we  shall  examine  the 
reasons  for  the  general  perception  of  shortages. 

In  the  first  section  we  consider  the  need  for  manpower  as  seen 
by  health  care  planners.  The  following  section  explores  “shortage” 
and  offers  three  alternative  definitions  of  this  concept.  Next  we 
propose  some  microeconomic  models  to  explain  the  shortage  by  the 
three  definitions  in  the  supply  of  labor  for  long-term  care.  In  the 
final  section,  we  accordingly  revise  our  view  of  the  labor  supply 
question  and  then  discuss  the  feasibility  of  possible  solutions. 


1 For  example,  according  to  the  1977  National  Nursing  Home  Syrvey 
(National  Center  for  Health  Statistics,  1979),  labor  costs  constituted  60  per- 
cent of  all  nursing  home  costs. 
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Manpower  Needs  as  Seen  by  Planners 

Many  recent  studies  of  long-term  care  examine  current  manpower 
availability  and  estimate  requirements.2 

Nursing  personnel  and  service  personnel  compose  the  major  cate- 
gory of  personnel  in  nursing  homes,  and  within  this  category,  nurses’ 
aides  constitute  the  largest  segment.  As  Table  XX-1  shows,  89  per- 
cent of  nursing  home  personnel  were  in  nursing  or  service,  including 
65.6  percent  who  were  nurses’  aides.  This  percentage  of  service 
workers  is  the  highest  of  all  sectors  in  the  health  care  industry. 

In  1977,  the  Bureau  of  Labor  Statistics  compiled  projections  of  the 
1985  demand  for  selected  occupations  in  long-term  care.  These  pro- 
jections are  frequently  cited  in  other  manpower  studies.  They  are 
based  on  a detailed  method  of  estimation,  briefly  outlined  below. 

• The  size  and  demographic  composition  of  the  labor  force  for 
the  target  year  are  projected  from  census  data. 

• Using  assumptions  of  unemployment  and  output  per  demo- 
graphic group,  these  labor  force  projections  are  translated  into  a 
projected  1985  level  of  the  real  gross  national  product  (GNP). 

• A macroeconomic  model  is  used  to  distribute  the  potential 
growth  in  real  GNP  among  consumer  expenditures  and  other 
major  demand  components  and  then  into  subcategories.  For 
example,  seven  of  the  82  subcategories  of  consumer  expendi- 
tures are  for  medical  care. 

• The  estimates  of  demand  by  product  or  service  are  then  allo- 
cated to  industries  using  an  input-output  table  developed  for 
the  U.S.  economy  by  the  Department  of  Commerce. 

• Estimates  of  production  by  industry  are  translated  into  employ- 
ment requirements  using  figures  on  average  weekly  hours 
worked  and  worker  productivity  that  are  estimated  from  past 
data  and  assessment  of  future  trends. 

• Projections  of  industry  employment  requirements  are  translated 
into  occupational  requirements  using  an  industry-occupational 
matrix  for  200  industries  and  425  occupations. 

According  to  the  resulting  projections,  nursing  home  employment 
requirements  will  grow  73  percent  between  1976  and  1985,  reaching 
1,431,000  persons  in  1985.  The  projected  annual  rate  of  increase 


2 For  example,  in  the  legislative  branch  of  the  Federal  government,  studies 
have  been  done  by  the  U.S.  Senate  Special  Committee  on  Aging  1975)  and 
the  Congressional  Budget  Office  (1977).  In  the  Executive  branch,  the  Depart- 
ment of  Commerce  has  surveyed  manpower  requirements  through  the  Bureau 
of  the  Census  (1978).  The  Department  of  Health  and  Human  Services  has 
don^related  studies,  through  the  Administration  on  Aging  (1980),  the  Federal 
Council  on  the  Aging  (1981),  the  National  Center  for  Health  Statistics  (1979), 
and  the  Bureau  of  Manpower  Education  (1980). 
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TABLE  XX-1 

Occupational  Categories  of  Nursing  Home  Employees:  1977 


Category 

Number 

Percent 

Total 

Administrative,  Medical, 

647,700 

100.0 

and  Therapeutic 

70,600 

10.9 

Registered  Nurse 

66,900 

10.3 

Licensed  Practical  Nurse 

85,100 

13.1 

Nurses  Aide 

424,900 

65.6 

(Total  Nurses) 

(576,900) 

(89.1) 

Source:  U.S.  Department  of  Health,  Education,  and  Welfare,  National  Center 
for  Health  Statistics,  The  National  Nursing  Home  Survey:  1977  Summary  for 
the  United  States. 


from  1976  to  1985  is  6.3  percent,  compared  with  4 percent  for  all 
the  health  industries  combined.  As  a result,  the  proportion  of  employ- 
ment in  the  total  health  industry  that  is  in  nursing  homes  is  projected 
to  rise  from  14  percent  in  1976  to  17  percent  in  1985. 3 

Table  XX-2  shows  data  from  the  Bureau  of  Labor  Statistics  on 
nursing  home  industry  employment  by  occupational  group.  Require- 
ments for  professional  and  technical  workers  are  expected  to  reach 

157.000  by  1985;  101,000  for  these  are  registered  nurses.  The  number 
of  health  service  workers  is  expected  to  reach  690,000,  of  whom 

538.000  are  nursing  aides,  orderlies,  and  attendants.  This  is  the 
largest  single  category  of  workers,  representing  almost  38  percent 
of  nursing  home  employment. 

An  unpublished  dissertation  based  on  an  input-output  model  con- 
tains another  set  of  projections  (Bruun,  1980).  Bruun  classifies 
nursing  home  patients  into  groups  defined  by  the  level  of  care 
required  and  then  uses  regression  analysis  to  estimate  the  amount 
of  nursing  care  from  each  type  of  personnel  (for  example,  RN,  LPN, 
orderly)  needed  for  a unit  in  each  group.  He  then  applies  these 
estimates  to  the  patient  data  collected  from  the  National  Nursing 
Home  Survey  and  population  projections  to  estimate  the  number  of 
personnel  needed  now  and  in  the  future. 

The  resulting  projections  are  summarized  in  Table  XX-3.  The 
figures  for  1990  are  comparable  to  those  from  the  Bureau  of  Labor 
Statistics.  As  in  Table  XX-2,  the  greatest  requirements  are  for 
orderlies  and  RNs. 


3 These  figures  are  derived  from  unpublished  data  from  the  Bureau  of  Labor 
Statistics  and  are  listed  in  “Human  Resource  Issues  in  the  Field  of  Aging: 
The  Nursing  Home  Industry  (Revised),’’  AoA  Occasional  Papers  in  Geron- 
tology, No.  1. 
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TABLE  XX-2 

Nursing  Home  Industry  Employment 
by  Occupational  Group,  1976  and  Projected  1985 


Occupational  Group 

1976 

1985 

Total,  all  Occupations 

828,000 

1,431,000 

Professional,  Technical,  Kindred 

111,000 

157,000 

Medical  Workers,  Except  Technical 

90,000 

121,000 

Health  Technologists  and  Technicians 

2,000 

3,000 

Managers,  officials,  proprietors 

49,000 

73,000 

Sales  workers 

1,000 

2,000 

Clerical  workers 

40,000 

82,000 

Craft  and  kindred  workers 

9,000 

17,000 

Operatives 

22,000 

52,000 

Service  workers 

591 ,000 

1 ,037,000 

Cleaning  Service  Workers 

68,000 

138,000 

Food  Service  Workers 

96,000 

172,000 

Health  Service  Workers 

404,000 

690,000 

Personal  Service  Workers 

21 ,000 

33,000 

Laborers,  except  Farm 

6,000 

11,000 

Note:  Because  of  rounding,  individual  items  may  not  equal  total. 
Source:  Bureau  of  Labor  Statistics. 


Turning  to  the  projected  need  for  physicians,  the  Graduate  Medi- 
cal Education  National  Advisory  Committee  (GMENAC)  issued  a 
report  in  1980  on  the  projected  supply  of  physicians  to  1990.  The 
estimates  were  based  on  a methodology  adapted  from  the  delphic 
method,  using  panels  of  representatives  from  each  specialty  field. 
The  report  caused  heated  debate  in  the  health  care  community 
over  the  central  finding  that  the  U.S.  will  have  an  oversupply  of 
70,000  physicians  and  a surplus  in  15  of  27  specialty  groups  by 
1990. 

None  of  the  specialty  groups  that  the  study  defined,  however,  were 
equivalent  to  geriatric  medicine  or  long-term  care.  Thus,  even  if 
GMENAC’s  conclusions  about  an  oversupply  of  physicians  are  valid, 
they  do  not  directly  relate  to  long-term  care.  Furthermore,  the 
exclusion  of  geriatrics  as  a specialty  is  indicative  of  the  relative 
inattention  given  to  this  field  of  medicine  in  the  past. 

A recent  study  by  the  Rand  Corporation  does  project  needs  for 
geriatric  physicians  (Kane,  1980).  The  report  estimates  that  the 
U.S.  will  need  between  7,000  and  10,300  geriatricians  by  1990,  as 
compared  to  the  629  physicians  in  1977  who  reported  geriatrics  as 
one  of  their  specialties. 
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TABLE  XX-3 

Projection  of  Nursing  Personnel  Requirements 
from  1 980  to  2000 


Actual 

Projected 

1977 

1980 

1985 

1990 

2000 

Nursing  Personnel  Requirements  (Full-time  equivalents) 

RN 

66,900 

86,803 

96,248 

105,997 

127,167 

LPN 

85,100 

81,053 

89,873 

98,976 

118,843 

Aide/Orderly 

424,900 

417,862 

463,327 

540,258 

612,680 

Total 

576,900 

585,718 

649,448 

745,231 

858,690 

Note:  The  projection  assumes  that  the  ratio  of  institutional  population  to  the 
total  population  by  age  is  constant  at  the  1977  ratio  and  that  the  distribution 
of  nursing  home  residents  among  classes  is  constant. 

Source:  Brunn,  1980 

Although  manpower  requirements  are  difficult  to  estimate,  these 
reports,  along  with  those  of  many  other  writers  in  the  health  care 
field,  are  nearly  unanimous  in  the  opinion  that  manpower  in  long- 
term care  falls  short  of  current  requirements  (as  they  perceive  them) 
and  that  in  the  future  these  requirements  will  grow.4  In  the  following 
sections  we  shall  re-examine  these  stated  “needs”  in  the  context  of 
labor  economic  analysis. 

The  Meaning  of  “Shortage” 

The  previous  section  discussed  aspects  of  long-term  care  (LTC) 
manpower  as  seen  by  various  health  care  planners.  The  concensus 
of  the  studies  was  that  shortages  of  manpower  exist  for  the  important 
categories  of  personnel,  and  that  these  shortages  will  continue  for 
many  years. 

An  analysis  of  a shortage  requires  a definition  of  “shortage” 
because  the  meaning  is  not  clear.  In  this  section  we  introduce  three 
definitions  that  have  been  suggested  by  economists.  In  the  next 
section  we  shall  discuss  some  models  of  shortages  that  may  be 
relevant  to  LTC  manpower  in  terms  of  these  definitions. 

The  remainder  of  this  chapter  presumes  that  the  reader  is 
familiar  with  the  fundamentals  of  economic  markets  for  consumer 
goods,  that  is,  supply  and  demand  analysis.  For  review,  the 
interested  reader  can  refer  to  any  standard  economics  text. 

Consider  a competitive  market  for  a labor  input  such  as  LTC 
nursing.  Figure  XX-1  illustrates  the  market  supply  curve  SS'  and 


4 See,  for  example,  Heilman  (1981)  and  Sandroff  (1980). 
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FIGURE  XX-1 


Types  of  Shortage 


demand  curve  DD'.  The  demand  curve  is  derived  from  the  individual 
firms’  value  of  marginal  product  ( VMP ) curves  and  the  supply  curve 
is  externally  given.  The  curves  intersect  at  the  equilibrium  point  E. 
The  equilibrium  wage  is  we  and  the  quantity  of  labor  employed  is  xe. 

If  the  wage  rate  is  below  the  equilibrium  wage  rate  then  a market 
shortage  can  occur.  Suppose  that  the  prevailing  rate  is  wp  in 
Figure  XX-1.  Then  the  quantity  demanded  at  this  wage,  xD,  exceeds 
the  quantity  supplied,  xp.  Here  the  market  shortage  is  xD  — xp.  This 
is  the  number  of  job  vacancies  that  should  occur  for  the  wage  wp. 

If  the  market  is  in  equilibrium  then  there  is  no  shortage  in  the 
market  sense.  At  wage  we,  the  number  of  people  willing  to  work 
equals  the  number  of  openings,  both  xe. 

Another  concept  of  shortage  is  used  by  planners.  The  planning 
shortage  may  be  stated  as  the  difference  between  the  number 
“needed”  for  an  industry  and  the  number  available  or  currently 
employed.  Suppose  that  xn  is  the  number  of  LTC  nurses  that  the 
planner  states  is  needed.  Then  the  shortage  in  the  planning  sense 
is  x„  - xe.  Note  that  at  wage  wp  there  is  also  a planning  shortage 
of  x„  — xp. 

A third  concept  of  shortage  is  its  economic  definition.  An  economic 
shortage  of  an  input  exists  if  the  marginal  benefit  to  society  exceeds 
the  marginal  cost  of  obtaining  the  input  at  the  present  quantity.  If 
we  consider  the  demand  curve  in  Figure  XX-1  as  the  marginal  benefit 
curve  of  society  (aggregated  from  the  VMP  curves  of  the  individual 
firms)  and  the  supply  curve  as  the  marginal  expenditure  curve  of 
society,  then  there  is  a shortage  in  this  third  sense  at  xp.  Here  the 
marginal  benefit  (demand  price)  exceeds  the  marginal  cost  (supply 
price).  Therefore  the  last  unit  of  x adds  more  benefit  than  it  costs, 
meaning  that  the  total  surplus  (benefit  minus  cost)  could  be 
increased  by  increasing  the  quantity  of  x.  In  fact,  there  is  an 
economic  shortage  for  any  x to  the  left  of  xe  because  the  net  benefit 
to  society  can  be  improved  by  increasing  x.  (Similarly,  if  x is  greater 
than  xe  then  there  is  an  economic  surplus  of  x because  the  last  unit 
of  x has  a higher  cost  than  benefit.  Thus,  reducing  x increases  the 
net  benefit.)  Therefore  xe  is  the  optimal  quantity  of  x in  the  eco- 
nomic sense.  The  economic  shortage  for  wage  wp  is  xe  — xp. 

We  see  then,  that  the  existence  and  the  amount  of  a shortage 
depends  on  how  we  define  this  term.  In  a competitive  market,  a 
shortage  in  the  market  sense  or  in  the  economic  sense  will  not  exist 
if  the  market  is  in  equilibrium.  But  a planning  shortage  may  exist  if 
the  stated  need  is  large  enough. 

Current  “needs”  for  an  input  such  as  labor  are  sometimes 
estimated  by  aggregating  the  estimated  needs  of  firms  in  an 
industry.  This  method  assumes  the  validity  of  a typical  firm’s  stated 
needs.  Future  needs  for  LTC  labor  can  also  sometimes  be  pro- 
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jected  by  multiplying  the  current  ratio  of  workers  to  patients  by  the 
estimated  future  patient  population.  This  method  assumes  that  the 
input  is  currently  being  used  in  the  right  quantities.  Economists 
like  to  point  out  that  a “need”  has  no  clear  meaning  in  the  eco- 
nomic sense. 

If  needs  were  equated  with  wants,  then  our  needs  for  any  resource 
or  product  would  be  essentially  unlimited.  By  this  reasoning  there 
should  be  shortages  in  every  industry.  For  example  there  should  be 
a “shortage”  of  Rolls  Royces,  since  many  people  who  would  want 
a Rolls  Royce  do  not  have  one.  However,  there  is  a definite  percep- 
tion of  a “shortage”  of  manpower  in  LTC,  and  in  the  health  industry 
in  general,  that  is  not  stated  elsewhere.  This  feeling  is  expressed 
by  planners,  administrators,  and  government  studies  (Sandroff,  1980). 

Why  then  is  a shortage  seen  as  more  critical  in  this  industry? 
Using  Figure  XX-1,  we  suggest  two  reasons.  First,  if  the  market  is 
not  in  equilibrium  there  may  be  a market  shortage.  ^Second,  the 
perceived  “need”  xn  may  exceed  the  equilibrium  quantity  xe  in  LTC 
manpower  more  so  than  in  other  industries,  even  though  the  market 
is  in  equilibrium. 

A relatively  large  xn  — xe  may  also  occur  from  an  inter-temporal 
change  in  market  conditions.  To  illustrate,  consider  a “shortage” 
in  another  industry.  In  1980,  peanut  crop  failures  caused  a 45  percent 
reduction  in  the  supply  of  peanuts.  The  market  price  increased  from 
$.35/ lb.  in  1979  to  $1 .40/lb.  in  1980.  At  this  latter  price  the  quantity 
supplied  supposedly  equaled  the  quantity  demanded.  Presumably 
there  was  no  market  shortage.  Yet  people  spoke  of  a “peanut 
shortage.”  Why?  There  were  fewer  peanuts  available  in  1980  than 
at  the  previous  year’s  prices.  Alternatively,  the  number  currently 
sold  was  smaller  than  last  year. 

In  either  case,  the  “need”  stemmed  from  the  difference  in  quantity 
that  was  previously  available.  Since  market  conditions  changed  in 
this  particular  industry  to  reduce  the  available  quantity,  a “shortage” 
arose.  Therefore,  the  shortage  can  arise  from  a change  in  market 
conditions.  (If  peanuts  had  always  cost  $1.40  per  pound  and  sold  in 
thb  same  quantities,  then  there  would  not  have  been  a perceived 
shortage  in  1980). 

The  following  section  discusses  shortages,  as  we  have  defined 
them,  that  are  caused  by  a change  in  market  conditions. 

Microeconomic  Models  of  Labor  Shortages 

Two  similar  economic  models  were  formulated  to  explain  per- 
ceived shortages  in  the  market  for  engineers  in  the  1950s.  Both  were 
applied  by  Donald  Yett  (1975)  to  the  shortage  of  nurses  (not  neces- 
sarily in  LTC).  Both  models  are  based  on  a change  in  market 
conditions  and  can  be  applied  to  any  input  market  where  the 
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demand  is  expanding  faster  than  the  supply.  In  this  section  we  shall 
briefly  describe  both  models  and  then  use  them  to  explain  the 
perceived  shortage  of  LTC  manpower. 

The  first  model,  by  David  M.  Blank  and  George  J.  Stigler  (1957), 
defines  a shortage  as  the  market  shortage  that  would  exist  at  the 
wage  rate  that  the  firms  are  “used  to.”  Figure  XX-2  illustrates  this 
concept  for  a simplified  two-period  version  of  the  model.  Suppose 
that  the  market  for  input  x is  at  a competitive  equilibrium  in  period  1 
with  demand  D1D\  and  supply  SjS^.  The  wage  is  wx  and  quantity  of 
input  is  Xv  Suppose  that,  due  to  increased  demand  for  nursing 
home  care,  the  input  demand  curve  shifts  in  the  next  period  to 
D2  D' 2,  but  the  supply  curve  shifts  only  to  S2  S'2 ■ Thus  the  supply 
of  the  input  is  increasing,  but  not  as  fast  as  the  demand.  The  new 
equilibrium  wage,  w2,  is  higher  than  wx.  If  the  market  reaches 
equilibrium,  then  there  is  no  market  shortage  or  economic  shortage. 
But  Blank  ar*J  Stigler  assert  that  firms  may  perceive  a shortage  in 
period  2 because  they  would  want  more  of  x than  is  available  at  the 
period  1 wage  of  wx.  The  perceived  shortage  is  x22  — x21  in 
Figure  XX-2. 

Suppose  that  the  demand  for  long-term  care  labor,  induced  by  the 
growing  demand  for  nursing  home  care,  increases  faster  than  the 
supply.  Then,  according  to  this  model,  if  nursing  home  operators  do 
not  expect  wages  to  increase  upward,  they  may  perceive  a labor 
shortage. 

The  second  model,  by  Kenneth  J.  Arrow  and  William  M.  Capron 
(1959),  is  similar  to  the  Blank-Stigler  model.  If  demand  increases 
faster  than  supply,  Arrow  and  Capron  assert  that  a market  shortage 
can  result  if  wages  are  slow  to  reach  market  equilibrium. 

The  Arrow-Capron  model  requires  the  following  assumptions: 

• Market  demand  and  supply  curves  are  linear,  exogeneously 
determined. 

• The  demand  curve  is  moving  to  the  right  over  time  relatively 
faster  than  the  supply  curve. 

• The  current  wage  is  not  the  instantaneous  market  equilibrium 
wage  but  lags  somewhere  below  this  wage.  However,  the  wage 
increases  over  time  at  a rate  of  speed  that  is  proportional  to  the 
excess  of  demand  over  supply  at  the  current  wage. 

Thus,  Arrow  and  Capron  hypothesize  that  the  actual  wage  may  be 
slow  to  adjust  to  the  market  equilibrium.  This  delay  creates  a 
shortage. 

To  illustrate,  Figure  XX-3  shows  the  same  pairs  of  supply  and 
demand  curves  as  Figure  XX-2.5  Again,  let  the  market  be  at 

5 Arrow  and  Capron  actually  assume  a stationary  supply  curve  and  a 
moving  demand  curve,  but  this  case  can  easily  be  generalized  to  that  of  a 
supply  curve  that  moves  more  slowly  than  the  demand  curve. 
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FIGURE  XX-2 


Biank-Stigler  Model  of  Input  Shortage 
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FIGURE  XX-3 


Arrow-Capron  Model  of  Input  Shortage 


Arrow-Capron 

Shortage 
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equilibrium  in  period  1 with  wage  wv  If  demand  and  supply  shift  in 
period  2 as  before,  then  at  wage  wx  there  is  a market  shortage  of 
*12  — *i-  Rather  than  moving  instantaneously  to  the  new  equilibrium, 
suppose  that  the  prevailing  wage  is  slow  to  adjust,  and  in  period  2 
rises  to  w'2,  less  than  w2.  Then  there  is  an  actual  market  shortage 
of  x'12  — x\.  At  this  point,  the  speed  at  which  the  wage  increases, 
which  Arrow  and  Capron  call  the  “reaction  speed,”  is  proportional  to 
the  shortage  x'12  — x\. 

The  appendix  to  this  chapter  contains  the  formulation  of  the 
model  and  analysis.  The  results  show  that  the  market  wage  increases 
over  time.  The  amount  of  the  shortage  also  increases  over  time, 
approaching  an  upper  limit.  Therefore  if  such  a formulation  serves 
as  a valid  model  of  the  nursing  home  industry,  we  should  not  expect 
the  market  shortage  to  vanish  as  long  as  demand  continues  to 
increase. 

We  see  that  the  simplied  forms  of  the  two  models  differ  only  in 
where  the  “real”  wage  moves.  Blank  and  Stigler  assume  that  w 
reaches  equilibrium  immediately  and  define  the  shortages  as 
perceived.  Arrow  and  Capron  assume  that  w lags  behind  the 
equilibrium  and  define  the  shortage  as  the  actual  market  shortage. 
Both,  however,  rely  on  the  major  assumption  of  demand  increasing 
faster  than  supply.  We  suggest  that  either  market  model  (and 
definition  of  shortage)  is  appropriate  for  explaining  current  “short- 
ages” of  LTC  manpower. 

The  most  important  assumption  of  both  models  is  dynamically 
increasing  demand  for  the  input.  As  indicated  throughout  this  book, 
demand  for  nursing  home  care  has  increased  for  many  reasons,  such 
as  growth  in  Medicaid  payments,  health  insurance,  and  tax  incen- 
tives. This  increased  demand  for  the  product  has  been  passed  on  to 
increased  demand  for  manpower  (the  input)  in  the  manner  discussed 
in  the  previous  section. 

On  the  supply  side,  the  manpower  supply  has  expanded  relatively 
slowly  in  health  care,  particularly  for  nursing  homes.  Expanding 
employment  opportunities  for  women  in  non-health  care  fields  and 
improved  wages  and  working  conditions  for  nurses  in  hospitals  have 
made  nursing  homes  a less  desirable  location  for  nurses.  This 
change  lowers  the  supply  curve  for  LTC  nurses  because  fewer 
nurses  are  willing  to  work  for  a given  wage.  Increased  welfare 
benefits  raise  the  opportunity  costs  of  jobs  of  attending  to  the 
needs  of  the  elderly  and  make  them  less  desirable  in  comparison. 
Here  again,  the  increased  welfare  benefits  move  back  the  supply 
curve  for  nurses’  aids.  Therefore  demand  increases  faster  than 
supply,  and  we  can  expect  the  perceived  shortage  of  the  Blank- 
Stigler  model. 
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In  addition,  wages  may  be  slow  to  adjust  upward.  Arrow  and 
Capron  suggest  that  this  slow  adjustment  can  result  from: 

. . . the  time  it  takes  the  firm  to  recognize  the  existence  of  a 
shortage  at  the  current  salary  level,  the  time  it  takes  to  decide 
upon  the  need  for  higher  salaries  and  the  number  of  vacancies 
at  such  salaries,  and  either  the  time  it  takes  employees  to 
recognize  the  salary  alternatives  available  and  to  act  upon  this 
information  or  the  time  it  takes  the  firm  to  equalize  salaries  without 
outside  offers. 

All  of  these  factors  may  be  true  for  nursing  homes  as  well  as  for 
other  firms. 

In  addition,  however,  many  nursing  homes  are  reimbursed  either 
by  cost  or  at  a flat  rate,  as  discussed  in  Chapter  XVIII.  If  a nursing 
home  is  reimbursed  at  cost,  then  the  wage  that  a nursing  home  offers 
in  year  2 may  be  based  on  reimbursement  for  costs  (and  prevailing 
wage  rate)  in  year  1,  causing  a lag  in  adjustment. 

If  a nursing  home  is  reimbursed  at  a flat  rate,  the  operator  may  be 
more  reluctant  to  raise  wages  unless  the  reimbursement  rate  is 
raised.  A recent  empirical  study  of  nursing  home  wages  (Borjas, 
Freeh,  and  Ginsburg,  1981)  concludes  that  flat-rate  reimbursement 
tends  to  hold  down  wage  rates  of  nursing  home  staff.  Therefore, 
the  structure  of  nursing  home  reimbursement  may  be  an  added 
hindrance  to  the  adjustment  of  wages,  one  that  is  not  found  in  other 
industries. 

For  both  the  Blank-Stigler  and  Arrow-Capron  models,  we  as- 
sume that  demand  for  LTC  labor  increases  relatively  faster  than 
supply.  If  either  model  is  valid,  we  may  turn  to  the  supply  side  and 
ask  why,  in  the  long  run,  the  rising  wage  does  not  induce  a greater 
increase  in  supply.  We  suggest  that  the  movement  of  labor  into 
long-term  care  is  less  than  into  other  industries.  As  Vladek  (1980) 
and  many  others  point  out,  attending  the  elderly  is  considered  an 
unpleasant  job.  Accordingly,  the  annual  turnover  rate  for  nursing 
home  orderlies  is  estimated  to  be  50  percent.  (See  Vladek,  1980.) 
The  degree  of  mobility  of  labor  into  LTC  is,  however,  an  empirical 
question. 

Imperfect  competition  in  the  input  market  from  the  buyers’  side  is 
another  reason  for  an  economic  shortage  of  an  input  that  is  also 
a perceived  shortage.  G.  C.  Archibald  (1954)  used  this  scenario  to 
explain  hiring  behavior  in  the  market  for  skilled  craftsmen. 

Figure  XX-4  illustrates  the  market  for  a monopsony.  The  demand 
curve  of  a single  firm  for  labor  is  given  by  dd'  and  the  market  supply 
curve  faced  by  the  firm  is  given  by  SS'.  The  curve  EE'  depicts  the 
firm’s  marginal  expenditure,  defined  as  the  additional  cost  in  total 
wages  to  the  firm  in  hiring  one  additional  unit  of  the  input  x.  The 
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FIGURE  XX-4 


Input  Demand  for  a Monopsonistic  Firm 
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curve  EE’  lies  above  the  supply  curve  SS'  because,  for  a given  x, 
the  cost  of  hiring  one  more  unit  is  the  unit  wage  for  x (given  by  SS') 
plus  the  increase  in  wage  that  must  be  paid  to  the  units  before  x. 

If  dd'  was  a competitive  market  demand  curve,  then  the  competitive 
equilibrium  would  be  the  intersection  of  dd'  and  SS'  in  Figure  XX-4, 
at  wage  w2  and  input  quantity  x2.  However,  a profit-maximizing 
monopsonist  will  hire  the  quantity  of  x where  the  curve  dd'  (which 
is  also  the  marginal  revenue  curve)  intersects  the  marginal  expendi- 
ture curve  EE'. 

In  Figure  XX-4,  this  is  at  wage  wx  and  quantity  x^  The  monop- 
sonistic  wage  wx  is  below  the  competitive  market  wage  of  w2  and 
the  input  quantity  x±  is  less  than  the  competitive  equilibrium  quantity 
x2.  Therefore  there  is  an  economic  shortage  of  x2  — x:.  Furthermore, 
the  monopsonist  would  be  willing  to  hire  more  labor  X if  it  were 
available  at  wage  wx  up  to  x = x3,  where  the  dd'  curve  falls  to 
The  input  buyer  has  x3  — x1  vacancies  at  the  current  wages  wx. 
Therefore  we  have  a perceived  shortage.  The  analysis  can  be 
extended  to  oligopsonies  (markets  with  few  buyers)  with  similar 
results. 

The  markets  for  low-skilled  labor  in  nursing  homes  are  probably 
competitive.  However,  a market  for  hospital  nurses  within  a geo- 
graphical area  is  frequently  modeled  as  oligopsonistic.  To  the  degree 
that  there  may  be  few  nursing  homes  within  geographic  areas,  the 
market  for  nurses  in  general  may  show  some  degree  of  imperfect 
competition.  Therefore,  some  market  shortages  may  be  caused  by 
imperfect  competition.  The  degree  of  competition  for  nurses  for 
nursing  homes,  however,  is  an  empirical  question. 

Our  discussion  of  shortages  emphasizes  that  we  must  re-evaluate 
the  concept  of  a “need”  for  LTC  labor.  Meeting  any  need  entails  a 
cost.  The  cost  is  the  resources  that  are  used  to  meet  other  “needs.” 
In  the  final  section  we  discuss  ways  of  reducing  the  perceived 
shortage  of  LTC  labor  while  remaining  aware  of  these  costs. 

Summary  and  Conclusions 

We  have  shown  that  the  “shortage”  in  LTC  manpower  can  result 
from  rapidly  increasing  demand  for  the  product,  and  the  institutional 
factors  that  hinder  rapid  adjustment  by  the  market.  If  the  Arrow- 
Capron  model  is  valid  then  the  slow  adjustment  creates  both  a 
market  shortage  and  an  economic  shortage  of  labor.  One  recom- 
mendation is  to  facilitate  adjustment  by  the  market.  For  example, 
one  can  disseminate  information  on  position  openings  and  salaries 
or  change  the  reimbursement  mechanisms.  But  here  we  are  assum- 
ing that  market  equilibrium  is  the  ideal  state.  This  assumption  is 
true  only  if  the  market  demand  curve  for  labor  represents  the  real 
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marginal  benefit  to  society  and  the  supply  curve,  the  true  marginal 
cost. 

Statements  in  other  chapters  lead  us  to  question  this  first  premise. 
Some  demand  may  be  artificially  induced  by  government  reimburse- 
ment, health  insurance,  and  tax  laws.  That  is,  the  price  offered  on 
the  demand  curve  for  a certain  quantity  of  nursing  home  services 
does  not  represent  the  real  benefit  to  the  consumer.  This  distortion 
in  demand  for  the  final  product  is  then  passed  on  to  the  demand  for 
labor  input. 

Therefore,  facilitating  adjustment  of  the  input  market  so  that  the 
quantity  of  labor  supplied  equals  the  quantity  demanded  may  not  lead 
to  the  most  desirable  outcome.  If  the  demand  for  inputs  is  artificially 
high  then  the  induced  supply  may  in  turn  be  too  high. 

A better  general  solution  to  the  “shortages”  of  labor,  then,  may  be 
to  reduce  the  demand  for  the  final  product,  nursing  home  care.  Many 
studies  have  indicated  this,  asserting  that  patients  in  nursing  homes 
would  be  more  appropriately  cared  for  in  other  settings.  For  example, 
the  Congressional  Budget  Office  (1977)  concludes  that: 

...  a number  of  persons  in  Skilled  Nursing  Facilities  and  Inter- 
mediate Care  Facilities  either  do  not  need  the  presumably  high 
level  or  degree  of  care  provided  or  could  be  maintained  at  home 
if  adequate  home  care  services  were  available. 

The  study  goes  on  to  suggest,  among  other  possible  plans,  liber- 
alized Medicare  and  Medicaid  coverage  of  home  health  services.  A 
fiscally  conservative  approach  might  be,  alternatively,  to  lower  the 
Medicaid  and  other  present  incentives  for  nursing  home  care.  Either 
suggestion  would  make  nursing  home  care  relatively  less  desirable 
and  lower  the  demand  for  it.  Therefore  the  question  of  shortages  of 
supply  of  labor  in  long-term  care  may  be  better  addressed  by 
focusing  our  attention  on  the  causes  of  increasing  demand. 

The  previous  section  also  suggested  that  shortages  may  be 
caused  by  imperfect  competition  in  the  input  market.  Any  solution 
to  this  condition  would  involve  radical  changes  in  the  structure  of 
the  market.  For  example,  we  could  take  steps  to  increase  the 
mobility  of  nurses  or  encourage  more  and  smaller  nursing  homes, 
thereby  losing  some  advantages  of  scale.  It  is  doubtful  that  the 
benefit  of  more  competition  would  justify  such  extreme  measures. 

As  the  section  on  labor  economics  mentioned,  if  the  price  of  one 
input  increases,  it  is  economical  to  substitute  other  inputs  for  it. 
We  ask  if  this  is  feasible  with  respect  to  labor  in  nursing  homes. 
Since  labor  is  relatively  scarce,  can  other  resources  be  substituted 
for  it?  Or  can  less  skilled  labor,  such  as  nurses’  aides,  be  substituted 
for  more  skilled  labor,  such  as  RNs? 

Nursing  homes,  unfortunately,  are  a labor-intensive  industry.  We 
cannot  see  how  other  resources  can  be  economically  substituted  for 
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labor.  (Graphically  speaking,  the  isoquants  between  labor  and  non- 
labor would  be  very  steep.)  Furthermore,  with  regard  to  substitution 
of  less  skilled  labor  for  more  skilled  labor,  it  appears  that  this  has 
been  done  already.  As  Table  XX-1  showed,  nurses’  aides  greatly 
outnumber  RNs  and  LPNs.  Thus,  nursing  homes  already  seem  to 
have  revised  their  input  mixes  in  response  to  market  forces. 

As  this  chapter  shows,  specific  policy  recommendations  for  the 
“shortage”  of  labor  in  the  long-term  care  industry  require  the  answer 
to  certain  empirical  questions.  Below  we  reiterate  some  of  these 
questions: 

• Is  the  demand  for  long-term  care  increasing?  Does  this  induce 
an  increase  in  the  demand  for  long-term  care  labor? 

• Do  the  reimbursement  mechanisms  or  any  other  factors  cause 
slower  adjustment  of  wages  to  market  conditions  in  the  nursing 
home  industry  than  in  other  industries? 

• What  is  the  degree  of  competition  among  nursing  homes  in  the 
markets  for  labor? 

• How  mobile  is  labor  transferring  into  the  long-term  care  sector? 

Subject  to  our  limited  answers  to  these  questions,  we  believe  that 
the  best  way  to  address  the  problem  of  labor  shortage  in  nursing 
homes  is  to  focus  our  attention  on  the  demand  for  nursing  home 
care.  To  solve  the  problem,  we  may  need  to  direct  more  resources 
into  alternative  modes  of  care,  as  other  chapters  assert.  In  any 
event,  we  must  face  the  fact  that  any  long-range  solution  to  this 
problem  will  entail  a sizeable  and  permanent  cost. 


This  appendix  contains  a mathematical  formulation  of  the  Arrow- 
Capron  model  of  a labor  shortage.  The  analysis  is  identical  to  that 
in  Arrow  and  Capron  (1959),  except  that  their  assumption  that  supply 
is  stationary  and  demand  is  dynamically  increasing  is  generalized 
here  to  that  of  demand  dynamically  increasing  relatively  faster 
than  supply. 

Let  w be  the  current  wage,  D,  demand,  S,  supply,  and  f,  the  time. 
The  market  movement  over  time  is  formulated  as: 


Appendix 


D = -aw  + c + et, 
S = bw  + d + ft, 


(D 

(2) 


dw 

= k (D  - S) 

dt 


(3) 

(4) 


and  e > f 

where  a,  b,  c,  d,  e,  f,  and  k are  positive  constants. 
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FIGURE  XX-A-1 
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Equations  (1)  and  (2)  are  assumptions  that  the  supply  and  demand 
curves  are  linear  in  w and  increasing  linearly  in  time.  Equation  (3) 
expresses  the  assumption  that  the  wage  rises  in  proportion  to  the 
current  shortage.  The  constant  k determines  the  “reaction  speed,’’ 
or  the  rate  at  which  w rises.  Equation  (4)  means  that  demand 
increases  faster  than  supply. 

Let  X represent  the  shortage,  that  is,  X = D - S. 

From  (1)  and  (2), 


X = — (a  + b)w  + (c  — d)  + (e  —t)t 
Differentiating  (5)  with  respect  to  time  t, 

dX/dt  = -(a  + b)  ( dw/dt ) + e - f 
Now  (3)  can  be  rewritten  using  X = D — S, 

£■-  kX 
dt 

Substituting  (7)  for  dw/dt  into  (6), 

dX/dt  = -{a  + b)kX  + e - f 
Assume  that  at  the  beginning  there  is  no  shortage.  Then, 
X = 0 at  t = 0 


(5) 

(6) 

(7) 

(8) 
(9) 


Equations  (8)  and  (9)  specify  a differential  equation  with  the  unique 
solution 


X 


— (e  — D 
k(a  + b) 


exp  [-(a  + b)kt]  + 


e - f 
(a  + b)k 


(10) 


where  exp  is  the  exponential  function.  Differentiating  (10)  we  see 
that, 


dX 

-0=(e-f)exp[-(a  + b)kt]>O  (11) 


and  we  also  see  from  (10)  that 

X(f)  = (e  - 0 / k{a  + b)  (12) 

Therefore  the  shortage  X is  increasing  over  time  and  approaches  a 
limit,  as  is  shown  in  Figure  XX-A-1.  Thus  Arrow  and  Capron’s  model 
implies  a permanent  and  increasing  market  shortage. 
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